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New Thousands Every Day Are Demanding SILEX 


Feature it in your Promotion! 


S wr * Silex is in ever-increasing 
demand wherever perfect coffee is in demand 
....and that means throughout the country! 
More and more dealers are discovering that 
their profits soar when they stock Silex. Feature 
Genuine Silex Glass Coffee Makers in your 
promotions, advertising and displays .. . 
and watch those profits climb! 

THE SILEX CO. - Dept. PF-11 ~ Hartford, Conn. 

Creators of the Glass Coffee Maker Industry 
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On Your Conversion Jobs Use 


BARBER BURNERS 


For efficiency comparable to that of “original equipment” 

gas-fired furnaces or boilers, many gas companies standard- 

ize on Barber Conversion Burners. These burners assure 

a tailor-made fit to the size and-shape of the combustion 

chamber. In their direct flame application (without inter- 

vening refractory or radiant elements) they achieve the 
simplest and hottest heat available in any burner. 

Exclusive, patented, unsurpassed Barber Jets secure, by the correct 
pre-mixture of gas and air, the high intensity (1900° temperature) air- 
activated flame, literally scrubbing firebox walls, which assures complete 
combustion plus straight-line focus of all heat where it is most resultful 
—on the actual heating surfaces. 

Remember that if your customer now has thermostat and draft con- 
trols, these can easily be used in connection with our quick-acting gas 
valve, thus saving on automatic controls. 

For top satisfaction on your conversion jobs—recommend and use 
Barber Burners! 


@ Made in a complete range of 
types and sizes for both round 
or oblong furnaces and boilers 
—all models easily and properly 
adjustable to grate sizes. Listed 
in A.G.A. Directory of Approved 
Appliances. Write for Catalog 
and Prices on Conversion Burn- 
ers, Appliance Burners and 
Regulators. 


Installed in Square Type 
Installed in Round Furnace Boiler. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


e BARBER&272%%SBURNERS~ e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Defense Depends on Dependable Tools 


These Work-Saver Eeicestt> Pipe Cutters 
Cut Your Time 
On Rush Work 


® Arm your men with work-saver 
RIZAID Pipe Tools and you help them 
produce more, in less time and with less 
effort... These RIZED Cutters speed 
your pipe cutting because their special 
thin wheels save reaming time — forged 
and assembled in solid hubs, they roll 
easily and cleanly through any pipe. 
Made with heavy-duty malleable frames, 
they’re built to stand over-work, always 
cut true. Made 3-wheel and 4-wheel (No. 
42) for still faster cutting. Four sizes, 
capacities to 4” .. . Get the advantage of 
this time-and-work saving, buy RIFAID 
Cutters at your Supply House. 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO 


2 WORK-SAVING PIPE TOOLS ee 


RIEAID 
thin forged 
cutter wheel 
- « « gives 
you faster 
cleaner pipe 
cutting. 
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Pages with the Editors 


ee es LD never have thought the day 
vould come,” said the Utility Executive 
staring out his office window and interlacing 
his fingers back and forth, “when I couldn't 
make routine plans from one day to the next 
because of what might happen in a fight 
between one gang of international ruffians and 
another gang somewhere around the Ural 
mountains.” 


Ir is indeed a bad situation when a mere 
point, more or less, on a single dice throw 
from the hand of Mars on the bloody fields 
of Soviet Russia may decide whether an 
electric, gas or telephone utility might have 
enough copper, or some other essential com- 
modity, to continue safe and adequate opera- 
tions in the United States. 


Yet such an intimate effect of a European 
conflict on a small-town utility away out West 
in America is no more fantastic than dozens 
of things which have happened, are happening, 
and will continue to happen in the topsy-turvy 
world of World War II. Suppose Hitler 
were to die tonight! Would it mean peace 
or a more intensive and different kind of war? 
Or possibly an exhaustive armistice of suspi- 
cious neutrality with all nations arming to 


JAMES J. KENNEDY 


There would be many more municipal plants 
if there were less restrictive statutes. 


(SEE Pace 588) 
NOV. 6, 1941 


ALOIS MAERZ 


Cracking the atom for an unlimited supply of 
energy is a scientific hobgoblin. 


(SEE Pace 598) 


the teeth all over again? And, for our pur- 
poses, what would happen to the utilities? 


Our Washington correspondent, Herpert 
Corey, has tried to answer that last question— 
necessarily in a very general way—in the 
opening article in this issue. Will shortage of 
materials be the final straw? Or will the 
utilities get along all right until they run into 
a head-on collision with rising taxes and in- 
creased cost of operation? And what are the 
government ownership folks cooking up for 
the utilities after the show is all over and the 
war emergency passes? Mr. Corey explores 
these possibilities and we think you will find 
the results provocative if not entirely satis- 
factory. 


¥ 


A’ long as we started off with a. subject of 

world-wide significance we might as well 
go a bit further and take in the whole cosmos. 
Such an opportunity is presented in the article 
on possible effects of atomic disintegration on 
the public utility business -by ALots MAERzZ, 


beginning page 598. Since atomic science 
and cosmic metaphysics are a bit out of our 
editorial routine, we give you Mr. Maerz’s 
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MORE ELECTRIC HEAT 


63 CHROMALOX 
STRIP HEATERS 


mounted vertically around 
this tank, provide an operat- 
ing temperature of 960 deg. F. 
Power supply 230-V, 3-phase. 
Uniform heat is assured by a 
pyrometer controller with 
suitable contactor. 


Chromalox strip heaters can 
be supplied flat (as illustrated 
at the left), curved in cross- 
section to fit snugly against 
pipes, or curved in length to 
encircle round tanks. They are 
one of many available forms 
and types of Chromalox units. 


The completely 
insulated salt 
bath in operation. 
Two-thirds of 
this furnace is 
below floor level. 


THIS 35 KW. 
|) CHROMALOX 


| INSTALLATION 


is helping to increase 
vital airplane production 


An aircraft plant now humming with defense 
production, operates this electrically heated 
salt bath, heat treating aluminum 24 hours per 
day. 

This is just one of thousands of similar cases 
where defense work is being hastened by easily 
installed, closely controlled Chromalox electric 
heating units. 

Defense industries everywhere want faster 
and better means of providing heat for their 
productive processes, machines, tanks, etc. 
Wiegand electric heating experts will work 
with your engineers in meeting this demand. 


EDWIN L. WIEGAND COMPANY 


7500 Thomas Blvd. * Pittsburgh, Penn. 
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article for what it is worth, but the author’s 
background indicates that he should know 
whereof he speaks. 


Since 1925, Mr. Maerz has acted as color 
consultant for many industries and has played 
an important part in various industrial color 
developments. Born in 1885 in Buffalo, New 
York, this author restrained an early bent 
towards higher mathematics to turn to the 
world of art. Here, however, the scientific 
implications of optic phenomena captured 
his imagination. In 1925 he established the 
American Color Research Laboratory, and 
has written and spoken widely on this subject. 
He is co-author of the Dictionary of Color, a 
standard reference source. 
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a it must seem to the proponents of 
public ownership of utilities that the Ameri- 
can people have been pretty slow to grasp a 
good thing—all points considered. The princi- 
pal point to be considered, of course, is the 
large amount of subsidy w hich has been made 
available by the Federal Treasury for public 
ownership. This is particularly true of elec- 
tric utilities with respect to the program of 
the Public Works Administration. 


THE Federal government has certainly done 
its share in trying to get public ownership of 
the electric power industry well set up in all 
sections of the country. But the local govern- 
ments, meaning the municipal governments, 
have trailed noticeably. Statistics of the trend 
in municipal ownership of electric utilities in 
the United States would seem to indicate that 
unless there is active and continuous handing 
out of Federal subsidies or, in some cases, 
perhaps, more direct Federal pressure, munici- 
pal governments are not particularly enthu- 
siastic about going into the utility business. 


Ir that were not so, we would probably have 
many more municipal utilities than we do at 
present. The trend toward municipal owner- 
ship would not slow up so abruptly when the 
Federal support is withdrawn, as happened 
when the PWA program was curtailed. 


In this issue JAMES J. KENNEDY ventures a 
possible explanation. He suggests that it may 
be the laws controlling the subject. He points 
to the various barricades that stand in the 
way of municipal ownership: the necessity 
of getting the consent of local voters; some- 
times the consent of the state utility com- 
missions. Then there are the local laws which 
sometimes require purchase of private facil- 
ities already serving the municipalities. Again, 
there is the constitutional debt limitation of 
some municipalities and_ statutes preventing 
expansion of municipal plants beyond munici- 
pal boundaries. In the interest of more wide- 
spread municipal ownership, this author 
suggests reforms for leveling these legal 
barricades. 


Mr. KENNEpy is a graduate of Columbia 


NOV. 6, 1941 


HERBERT COREY 
Will a post-emergency crisis breed a conserva- 
tive government? 


(SEE Pace 579) 


Law School and Columbia College. He has 
been an assistant to Dr. Hubert F. Havlik of 
the Columbia faculty and the Twentieth 
Century Fund of the Filene Foundation in 
preparing materials on the legal aspects of 
public utility regulation. Recently Mk. 
KENNEDY became associated with the law firm 
of Dwight, Harris, Koegel & Caskey in New 
York city. 
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Fi gae the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


Tue Tennessee commission, taking judicial 
notice of the national emergency and the ex- 
pansion of the American industrial plants re- 
quiring added sources of energy, approved 
construction of a natural gas pipe line but 
withheld final action subject to a showing as to 
the adequacy of the financial resources of its 
backers. (See page 129.) 


PayMENT for employees’ suggestions, in- 
surance premiums on policies covering em- 
ployees, and employees’ pensions were con- 
sidered by the Pennsylvania commission in a 
decision relating to an electric rate reduction. 
Other questions related to depreciation, work- 
ing capital, going value, donated property, and 
money rates as affecting return. (See page 
146.) 


THE next number of this magazine will be 
out November 20th. 


A» Galitins 
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SECRET WEAPON 





Making one machine function as two 
is a secret of good management 


In the plant, good management “doubles 
up’ by running two shifts. In the office, 
good management “doubles up” on fig- 
ure-work by using Remington Rand‘s new 
Printing Calculator. 


It's a complete calculating machine, 
and then some—not only divides auto- 
matically and multiplies, but also PRINTS 
every factor of every calculation —a per- 
manent, proved-right-the-first-time record 
of cost estimates, earnings, inventories, 
invoice and order extending. It's also a 
complete adding-subtracting-listing 
machine. 


Why keep capital tied up in two “part- 
time machines—a calculator and an 
adder—when you can figure everything 


For outstanding figure production, use the ONLY 
Calculator that PRINTS as it divides automatically, 
as it multiplies, as it adds and subtracts... 


The Remington Rand 
Printing Calculator 


on this one “full-time” machine, and do 
it better? 


Do it better? We'll gladly prove it. What 
is the peskiest figure-problem in your 
business today—the one you meet most 
frequently—the one that takes a lot of 
pencil-pushing? Jot it down and send it 
to us. Back promptly will come your prob- 
lem—on tape—produced in a handful of 
seconds by the Printing Calculator. 


Take up this interesting, eye-opening 
challenge today. Send your problem, on 
your business letterhead, to the Remington 
Rand office nearest you— Cee 
or direct to Remington ay 
Rand Inc., Buffalo, ki 
New York. 
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Another Example of VULCAN 
VERSATILITY 


in Soot Blower Design 





Valcan unit makes notable a 


4 year record in latest design, 

twin farnace Foster Wheeler 
steam generator installation 

at Oil City, Pa., station of the 
Keystone Pablic Service Company, 
operating on fuel relatively high 


in ash having a low fusion point. 
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ulcan unit in twin-furnace Foster Wheeler steam 
nerator completes 4 years’ service with NO TROUBLE 
NO MAINTENANCE. 

-+» This despite unusual problems presented by 
el boiler and furnace design. 

...As the drawing shows it was impracticable to 
tall soot blowers from the front of the boiler as the 


% . Hence, entry was made at the back necessitating 

ng the elements a distance of about 26 ft., through 

ee and boiler tube banks to the super- 
r. 


-+» Passage through high temperature, intermediate 

perature and relatively low temperature zones, 
us the factor of exceptional length, greatly compli- 
ted the problems of securing adequate thermal pro- 
on, dependable support, and at the same time 
vide for expansion and contraction without danger 
cutting tubes. 


Solution was found by using HyVULoy element 


section for the high temperature area, VULcrom ele- 
ment for the intermediate, with the balance steel; and 
providing specially designed bearings to hold the 
members in such a way as to eliminate hazard of tube- 
cutting and directed expansion toward the back of the 
boiler, where jt could be taken up by a suitable expan- 
sion joint. 

..- Because of the advanced design of this boiler 
involving new features in soot-blower design and con- 
struction, Vulcan engineers inspected the installation 
monthly for many months, but the engineering was so 
sound that no trouble of any kind developed—Results— 
Perfect Operation—Perfect Cleaning—Reasonable Cost 
—And—vULCAN SOOT BLOWERS WERE SPECIFIED when 
aduplicate Foster Wheeler twin furnace steam generator 
was recently ordered by Keystone Public Service 
Company. 


... Whatever the characteristics of your boiler and 
setting, fuel, or load, Vulcan engineers can successfully 
solve any soot blower installation and operating prob- 
lem involved. We invite your consideration of Vulcan 
service with respect to any soot blower need. 


VULCAN SOOT BLOWER CORPORATION 


DU BOIS, PENNSYLVANIA 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MONTAIGNE 











“T believe that as a nation we will sprout wings, just as 
we sprouted wheels.” 


w 


“National morale is always more important than na- 
tional industrial production even in these days of mecha- 
nized warfare.” 


ee 
“ .. they're calling this new body [Supply Priorities 
and Allocations Board] the ‘Supreme Court of the 
American Economy.’”’ 
ee 
“.. the drive against the electric util ties by Federal 


officials, if successful, must result in a form of dictator- 
ship which is ominously similar to Hitler’s.” 


5 
... the New Deal, in my view, has long sought too 
much power, and, behind the bl'nd of national emergency, 


is continuing to do so today. To this I am unalterably 
opposed.” 


¥ 


“We hear much urging to national unity. We could 
easily get unity—if we stopped calling names. If we di- 
rected our preparedness policies to the minimum inter- 
ference with economic freedom... .” 


¥ 


“The closed shop or any equivalent thereof is un-Amer- 
ican and monopolistic and interferes with the individual 
freedom granted to all our people under the Constitution 
of the United States.” 


w 


“The people of America are for all-out defense; Con- 
gress is for all-out defense. It is now up to the executive 
branch of the government to produce the materials and 
equipment for this all-out defense.” 


¥ 


“If the people I represent [Alabama Associated In- 
dustries] could agree blindly that the [St. Lawrence] 
project is essential for national defense . . . they would 
endorse it. But we are not accustomed to follow blindly 

. . and we are convinced it would be highly detrimental 
to our ‘all-out’ defense efforts under way in the South.” 
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IN EVERY 
DEFENSE EFFORT | 





As essential as materials and man 
power are the figures that keep 






materials moving toward sched- 






















uled assembly points—that help 
employers meet payrolls promptly 
—and that furnish management 
with up-to-the-minute statistics on 
which to base quick decisions. 


As defense production proceeds, 
it becomes more and more evident 
that the figure-facts so essential 
to business in normal times are 
still more essential when there 
are fewer minutes to spare. 


Just as business has relied on 
Burroughs for fast, modern figur- 
ing equipment throughout the 
past half-century, so government 
and industry now rely on Bur- 
roughs to provide the prompt, 
accurate figure-controls sb neces- 
sary to the nation’s defense effort. 


BURROUGHS ADDING MACHINE COMPANY FIGURES 


6644 Second Avenue, Detroit, Michigan 


Dy 


DOES THE WORK IN LESS TIME—WITH LESS EFFORT—AT LESS COST 
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14 REMARKABLE REMARKS—( Continued) 


Wa tter D, FULLER 
President, National Association of 
Manufacturers. 


FRANKLIN DELANO ROOSEVELT 


Jupson KING 
Special consultant to Rural Elec- 
trification Administration. 


Wurm L. Batt 
Director, materials division, Office 
of Production Management. 


ABE Fortas 
Acting director, division of power, 
Department of the Interior. 


CarRL SNYDER 
Former statistician, Federal Re- 
serve Bank of New York. 


NOV. 6, 1941 


“If the forces which prefer the peculiar brand of total- 
itarianism which is based on government ownership and 
operation of all facilities of production can secure their 
ends by making arbitrary and unreasonable demands upon 
management, that can be quite as effective in destroying 
our system of free enterprise and representative govern- 
ment as could any other means.” 


¥ 


“No realistic American can expect from a dictator's 
peace international generosity, or return of true independ- 
ence, or world disarmament, or freedom of expression, 
or freedom of religion—or even good business. Such a 
peace would bring no security for us or for our neighbors, 
Those who would give up essential liberty to purchase a 
little temporary safety deserve neither liberty nor safety,” 


¥ 


“Control of floods has become a serious national prob- 
lem. ... The weather bureau reports that since 1924 the 
average direct loss in the nation has been $102,000,000 
in property and 90 lives every year. The indirect loss is 
as great from disease, lost time, and business interrup- 
tions. Now, that annual loss of $200,000,000 would pay 4 
per cent interest on a flood-control program of $5,000,- 
000,000.” 


¥ 


“The imponderables in this business of rearming Amer- 
ica are staggering, and I do not believe it is within the 
power of any group of men to avoid every possible pitfall. 
When all the efforts are finally written up in the form 
of history it will be easy for the next generation to find 
many glaring errors of judgment which we have com- 
mitted and are committing, but to those who have the 
benefit of hindsight I can only recommend charity.” 


* 


“It is time for irrigation to take out some employment 
insurance on its servant, power, and otherwise to look to 
his working conditions. The irrigationists, for their own 
protection, should see,that power is decently employed, not 
enslaved, and that its full use on the best possible terms 
is fully protected.” 


¥ 


“|. if we could only understand how small is this toll 
which great industries take, there would not . . . exist this 
feeling of antagonism to great successes in the field of 
business—the feeling that there is something ‘wrong’ and 
that it ought to be ‘corrected by law,’ that earnings should 
be limited, when, as a matter of fact, the greater the toll 
that capital takes, the greater the fund of capital for new 
enterprises and the expansion of the old.” 








’ METAL ENCLOSED BUS 


R&IE bus provides individual housings 
for each conductor with air space be- 
tween-thus preventing interphase shorts 
and limiting any trouble to ground faults. 
The air space also promotes cooling. 


R&IE bus provides ample strength to 
resist short circuit stresses. These 
stresses are taken by the mounting 
frames in which the insulators are sub- 
jected to compression loading only. 


R&IE bus covers are housings only and 


not strength members. These housings — 
can be gasketed to keep out dirt and 
moisture. 


R&IE bus can be mounted on floor, wall, 
or ceiling and is readily fitted to a struct- 
ural steel mounting. 


R&IE bus can be installed, aligned, 
adjusted and tested, and then the hous- 
ings put on. Conversely the housings 
can be taken off for inspection by re- 
moving a minimum number of bolts. 


R&IE bus can compete in price and in 
low cost of erection with any other type 
of bus structure and also give the above 
distinct advantages. 


RAILWAY ann INDUSTRIAL ENGINEERING CO. 
GREENSBURG, PA. . . In Canada, Eastern Power Devices, Ltd., Toronto 
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DAVEY TREE TRIMMING SERVICE Wilson, Herring and Eutsler's a 


PUBLIC UTILITY MO 
REGULATION 


1846 571 pages, $4.00 





N analysis of the nature, extent, and problems of 
public utility regulation in the United States, 
with emphasis upon the expanding role of the Federal 
Government in the regulation of public utilities, its 


JOHN DAVEY 
Founder of Tree Surgery 


8 
Tailored Trees activities in undertaking power projects and pro. 
moting rural electrification, and the issues involved 
e Top Clearance in governmental ownerships. The well-rounded treat. 


ment and critical viewpoint will be of aid to all who 
are interested in evaluating the present status of 
e Side Clearance public utility regulation, its strengths, weaknesses, and 


© dil What Noes Yow significance for privately-owned industry. 


e@ Drop Crotching 


Always use dependable Davey Service Order from 
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DAVEY TREE EXPERT CO. KENT, OHIO 


Public Utilities Reports, Inc. 
D AV E Y T R E E b) E R V ; C E Munsey Bldg. Washington, D. C. 
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SANGAMO ELECTRIC COMPANY 


8 RUN GR eee n Ot Ss oo 
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MODERN STEAM GENERATING UNITS 
— ie 


ILLE G 
LOUISY COMPANY 


Y. 
PADDY'S RUN STATION—LOUISVILLE, K 
Capacity—3! 


Design Pressur 
Total Steam T 


2,500 Ib. per hr. 
e—775 psi 
emperature—900 








The sectional elevation at the right 
shows a C-E Unit, one of two, under 
construction at the Paddy’s Run Sta- 
tion of the Louisville Gas & Electric 
Company. A similar unit was also pur- 
chased for the Canal Station of the 
same company. 
C-E equipment includes Type VE Boil- 
ers, water-cooled furnaces, Elesco 
Superheaters and Economizers. Air 
heaters are the Ljungstrom regenera- 
tive type. 
The new station at Paddy’s Run, as 
well as the extension of facilities at 
Canal Station, is under the supervision 
of the Public Utility Engineering and 
Service Corporation. 

eo 8@ @ 
Many of the most notable steam generating units 
of the present day have been designed by Com- 
bustion Engineering. They include eight of the 
ten units in the world which are capable of 
producing 1,000,000 1b. of steam per hr.; also 
the boilers most recently installed in the world’s 
haa utility, industrial and central heating 
plants. 


C-E Products include all types of 
BOILERS ® FURNACES @ PULVERIZED FUEL EQUIPMENT ®@ STOKERS 
SUPERHEATERS ® ECONOMIZERS ® AIR HEATERS 


COMBUSTION & ENGINEERING 


200 MADISON AVENUE, NEW YORK, N.Y. 


A-625 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 














yh OF BTU CONTENT AT ANY POINT 


GUM ALONG THE LINE WITH 
— CONNELLY CALOROPTIC 





Lites the peak loads imposed by present day produc- 
tion schedules, close control of BTU content is essential. 

The Connelly Caloroptic provides constant visual read- 
ing in BTU without any log, corrections or calculation. It 
can be installed in a permanent position or used portably, 
making it a simple matter to make spot checks of BTU 
value at any point in the manufacturing ~~ distributing 
system. 

This constant visual indication of BTU content results in 
increased production, protecting against excessive varia- 
tions in gas quality. In actual use in leading gas plants of 
the country, the Connelly Caloroptic has proved conclu- 
sively that direct savings effected by its use will pay its 
initial cost many times during the first year. 





Write for 
illustrated bulletin 





C 0 \ \ E L L ee ; “peal 
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:Meu-NERATNGEDE Aul-Wh 


All-Wheel-Drive. Available in chassis and cab 
models for mounting of special bodies and equipment. 
Larger Ford models and Heavy Duty trucks with 
six wheels driving if desired. 


Write for new issue Marmon-Herrington Pictorial 
News showing these vehicles in action. Cable address 
MARTON, Indiarapolis, Indiana, U. S. A. 





Why make two trips, when you can do 
it in one? Why postpone line construction, or 
delay maintenance service on account of soft foot- 
ing, when you can proceed with the job, practically 
every day in the year? 

Marmon-Herrington All-Wheel-Drive trucks have 
the ability to operate through mud and snow, across 
country, or on the highway, when other trucks have 
to quit and remain in the garage. They enable 
utilities to keep construction and installation projects 
going in bad weather, as well as good. They enable 
repair crews to get on the job faster, after a storm. 
In all of these ways, they help to keep down op- 
erating costs, and to build community good will. 


We build a complete line of extra heavy duty 
All-Wheel-Drive trucks in gross capacities up to 35 
tons. In addition, we convert all standard Fords to 


RMON-HERRINGTON CO., Inc.; Indianapolis, Indiana, U. S. A 
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HE COULDN'T SAY...NO 





Mosr of us know or have heard of the Donald Meek or Casper 
Milquetoast type of person. He’s the chap with absolutely no sales 
resistance. His home is littered with the results of high pressure solici- 
tation. He’s the answer to the salesman’s prayer; the subject of ridicule 
by his friends and no doubt a great trial to his family. 


There aren't many of his type in the water works industry. There 
are, unfortunately, some unthinking buyers who, assuming that all com- 
petitive products are alike, will give an order to the first salesman that 
catches them in a buying mood. 


Pittsburgh-National salesmen, being only human, will never turn 
down a bona fide order, no matter how easily it comes. We like to think, 
though, that our meters are purchased on merit. We have a certain sense 
of pride in accomplishment that goes beyond the mere writing and fill- 
ing of an order. Into Pittsburgh-National Meters we are putting the best 
in design, thought, time, material and workmanship. These are intangi- 
bles that are sometimes hard to see. They show up in service in the form port 
of better accuracy, lower maintenance costs and longer life. 











In the complete Pittsburgh-National line of meters, there is a type trenc 
and size for every requirement or preference of water works men. Our 
entire efforts are and always will be directed towards providing the You 
water works industry with the best meters it is possible to make at : 
prices that are real ne when all the factors entering into measure- tion 
ment costs are analyzed. 
PITTSBURGH EQUITABLE METER COMPANY i 
mew york - atts MERCO NORDSTROM VALVE COMPANY «amsascity — searne 
oes ones cincaso Main Offices, Pittsburgh, Pa. Sanvaancnco Coweta 
MEMPHIS =, BOSTON NATIONAL METER DIVISION, Brooklyn, N. ¥. 0s anoeies  BuFFALO 
2010 
Anoth 
: : oS eR Se Truck 
THE MOST COMPLETE LINE OF WATER METERS IN THE WORLD lands’ 
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Dig You Must! 


Before You Lay the Pipe— 












Dig Anywhere—Anytime 
AT LEAST COST 


“Clevelands” are the “workingest” 
equipment you ever saw or used. Here 
is real trenching performance of the 
highest type. Time-tested, time-proven 
wheel type full crawler design is backed 
by sound engineering and solid quality 
all the way through. 


Compact, yet rugged, with superfluous 
weight eliminated and amply powered 
for the toughest tasks in any type of soil, 
“Clevelands” speed up every operation 
incidental to mechanical trenching and 
deliver maximum performance whether 
the jobs are in the close confined areas 
of city and suburbs or on main lines in 
open country. Easy to operate and trans- 
port (on specially built trailers) “Clevelands” fit into more jobs and reduce 
trenching costs to the minimum. 


You take no chance on “Clevelands” for they are sold on a guaranteed satisfac- 
tion basis. Write today for details. 


TE CLEVELAND TRENCHER COMPANY 


"Pioneer of the Small Trencher" 


20100 St. Clair Ave. 





Cleveland, Ohio 





Another Big Time Saving “Cleveland” feature— 
Treck speed transportation on Special Trailer. ‘“Cleve- 
lands” load or unload in 10 to 15 minutes. 


I CLEVELANDS © [|] 
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WHAT! 


2500 BOXES OF 
CARBON PAPER 
THROWN AWAY? 



















Ness. IN ONE YEAR, | 
BUT WE COULD HAVE 


SAVED 2485 BONES 

























have saved the 2485 boxes of carbon paper that went into 
the waste basket. The Speed-Feed converts any type- 
writer into a billing machine in one minute .. . steps up 
the output of typed forms per day 50% (even more) ... 





shia / Ther 

and eliminates the use of costly, wasteful, pre-inserted j of p 

one-time carbon forms! main 

Yes, a user of the Egry Speed-Feed Roll 

and 50,000 five-part 814” x 11” Egry tell 

Continuous Printed Forms per year givel 

saves 2485 boxes of carbon paper an- of de 
nually. In dollars and cents that sav- The 

ing will more than pay for the use of effici 
the Speed-Feed for a century or more! tain 

Literature on request. Demonstration coils 
in your own office without obligation. and 
Address Dept. F-116, Its 
tion 

teur 

EGR ; 

It v 

neat 

deta 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 
The Egry Register Co. (Canada) Ltd., King and Dufferin Streets, Toronto, Ontario, Canada 
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PROOF 


There is nearly half a century 
of proved durability and low 
maintenance back of Kinnear 
Rolling Doors. Actual records 
tell of many doors that have 
given 20, 30, and even 40 years 
of daily, uninterrupted service! 
The Kinnear Rolling Doors 
efficient interlocking slat cur- 
tain opens straight upward and 
coils compactly out of the way 
and out of reach of damage. 
Its rugged, all-steel construc- 
tion defies intruders, and sabo- 
teurs; resists storm damage ; 
gives you extra fire protection. 
It will pay you to install Kin- 


near Rolling Doors. Write for 
details today. ROLLING DOORS 


THE KINNEAR MANUFACTURING COMPANY 


2060-80 FIELDS AVENUE - - COLUMBUS, OHIO 
T toriesc Columbus Ohic and Sammie, Cal 
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Exide 


BATTERIES 


THEN— 


PEOPLE CALLED 
STORAGE BATTERIES 
IMPRACTICAL 


IFTY - THREE years ago, 

when The Electric Storage 
Battery Company began the 
manufacture of Exide Batteries, 
business men were skeptical. 
Storage batteries, they said, 
were little more than laboratory 
experiments . . . they had no 
practical value. 

Naturally these men could 
not have foreseen the needs that 
would arise for storage batteries 
as the years rolled on. Neither 
did they reckon with the pro- 


LL, 





gtessiveness of Exide engineers 
whose inventive genius hasbeen 
largely responsible for the de- 
velopment of storage batteries 
designed to meet those needs. 
But today the whole world 
relies on storage batteries. And 
it knows, too, that there is no 
name more highly esteemed, no 
battery more highly regarded, 
than that which bears the name 
EXIDE—product of more than 
half a century’s battery - building 


experience. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 
The World’s Largest Manufacturers of Storage Batteries for Every Purpose 


Exide Batteries of Canada, Limited, Toronto 
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Trucks, too, must 
serve longer! 


you need the extra depend- 
ability of quality-built 
Dodge Job-Rated Trucks 


* 
Now .. More Power, too! 


IN DODGE 
1% -TON 


HORSEPOWER aa 


20}. 


HORSEPOWER SPECIAL 


BECAUSE OF 
a CORPORATION 
ENGINEERING 


can. depend on 

















@ These are days when extra qualit 
extra dependability and extra powe 
are needed! Dodge gives you all thre 
in super-powered Job-Rated trucks 
They’re built to deliver extra thousand 
of miles of efficient, low cost operatior 
They’re Job-Rated—from engine t 
rear axle—‘‘sized”’ right in every fez 
ture to do the job, and to stay on t 
job. See your Dodge dealer—toda 
. e e 
DODGE PRODUCTS FOR NATIONAL DEFENS 
Command Reconnaissance Cars « Field Radio Cars « Trod 
and Cargo Motor Transports » Weapon Carriers « Ar 


Carry-Alls « Ambulances ¢ Duralumin Forgings for Bomb 
Fuselages « Parts and Assemblies for Anti-Aircraft Canno 


Prices and specifications subject to change without notice 





“DODGE fshied TRUCKS 


1% to 3-Ton Gas, and Heavy-Duty Diesel 
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4 ATERWORKS OPERATORS, 

as a whole, recognize the im- 
portance of reducing or minimizing 
the waste of water; and most of us 
have set up a systematic program of 
leak elimination with a view of reduc- 
ing our un-accounted-for-water; but 
some of us have been prone to disre- 
gard the importance of carefully 
checking, periodically, our large me- 
ters above one-inch in size. 


If a leak of very small magnitude is 
reported or detected, the mainte- 
nance crew is put to work at once re- 
pairing it; while on the other hand, a 

large industrial 
meter, through 
which a very 


bo ee 


Field-testing a large meter in service. 


large volume of water is consumed, 
might be allowed to run an under- 
registration of fifteen percent to 
twenty percent for quite a long 
period of time. From a standpoint of 
practical operation, what difference 
is there between a leak on a main in 
the street and the waste of water 
leaking through a consumer's meter 
¥rom which no revenue is derived? 

The un-accounted-for-water in 
Nashville has been reduced some ten 
or fifteen percent in recent years; and 
the writer is of the opinion that this 
result is attributable, in a large meas- 
ure, to the intensive program of test- 
ing and repairing our large meters in 
the two-inch, three-inch, four-inch 
and six-inch sizes." 


Robert L. Lawrence 


Superintendent & Chief Engineer 
NASHVILLE, TENN. WATERWORKS DEPT. 





NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 


November 6, 1941 


KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Lid., 345 Sorauren Avenue, Toronto, Canada. 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILERS 







































































T | 
+ —— 
"| 
Ty 









































\ 
—— \ 
\ 











= 


4 
1 cmeat 
n —— — 
ite ieee 
— i a 
4 - a 
. c 
=e —- a 



































































































































‘2500 H.P. BOILERS PULV. COAL FIRED 
660 LB. PRESSURE 770° F, STEAM TEMPERATURE 


THE BAYER COMPANY ST. LOUIS, MISSOURI 
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ESSWOR 


D URING the past ten years several 
hundred systems, or portions of 
systems, have been re-created on the 
Westinghouse A-C Network Calculat- 
ing Board for study and analysis. 
This is probably one of the most im- 
portant contributions made to the 
central station industry for eliminat- 
ing guesswork from system planning. 
Power companies each year save many 
thousands of dollars by using the 
calculator for proper application and 
co-ordination of equipment. 


WESTINGIIOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 


Westinghouse 





f, 


ELECTRICAL PARTNER OF CENTRAL STATION INDUSTRY 
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A Team draws 
INOTC 


W ex we tell a Pittco Store front customer “Modern 
lighting will also help your business”, we’re trying to be 
sure that he gets the best possible modernization job, com- 
plete in every detail. 


Your store lighting and our store fronts together make 
a team—one that draws more business and profits to the 
store than either member of the team can draw alone. 


So mention store front modernization to your customers 
as we mention store lighting to ours. And when you do, 
suggest Pittco Store Fronts, the leader in the field. 








ITTCO STORE FRONTS 


PITTSBURGH PLATE GLASS COMPANY 
"PITSBURGH stand for Zuality Glass and aint 
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“You don’t have to worry about 
the terrain. With International 
TracTracTors on the job you 
know you’ve got the stamina and 
endurance to come out on top.” 


Statements like this come 
from users on all sorts of trac- 
tor-powered operations. And 
this sort of evidence from thou- 
sands of satisfied owners is your 
assurance of maximum power at 


sul | 


OvER 


minimum cost. 


With International TracTrac- 
Tors working for you, you'll find 
that freedom from breakdown, 
long life, and all-’round low 
maintenance are only a few of 
the many features that help you 
keep on top of the job. See the 
nearest International Industrial 
Power dealer or Company 
branch for full information. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue 


Chicago, Illinois 


INTERNATIONAL HARVESTER 
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150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 


(Hydraulic Turbine Division) 


Newport News, Virginia 
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“O. T.” For DEFENSE! 


ON TIME... running on schedule! 


That’s the report for Transportation! By 
land, by water, by air, Transportation is 
ready. Ready to speed Defense on its way. 
Ready with more speed! 


Transportation is a part of everything 
America produces. It is part of every gun 
and plane and tank and battleship. Trans- 
portation is movement. Keep it fluid and 
Defense s° -cds on. Freeze it and everything 
stops. 


Transportation is the lifeblood of American 
Production. Steel rails are the backbone. 
And the rails are ready. $101 billion in- 
vested since 1920 . . . locomotives with 
43% more pulling power ... bigger freight 
cars with six times the mileage between re- 
pairs ... more adequate yards and terminals 
... heavier tracks . .. better signals... 
more efficient traffic management, which 
last year saved loading space equal to 30 
thousand carloads. 


Today freight moves two-thirds faster. 


And since 1920 two new Transportation 
plants have sprung into being. Freight rolls 
on rubber over $21 billion worth of high- 
ways criss-crossing the continent. Ready for 
Defense are 600 thousand commercial 
trucks and a reservoir of 4 million more 
owned by farmers and various businesses. 


And freight takes wings! Passengers, mail, 
and freight-by-air link every state and all 
the Americas. 


Since 1920 America invested $80 billion in 
Transportation facilities. In highways, 
trucks, airlines, ships, waterways, railways. 
That’s almost twice the total invested in the 
preceding 100 years. What did we get for 
the money? A transportation plant which in 
extent, Capacity, variety, and flexibility has 
never been approached here or elsewhere in 
the world. 


The American Defense Program is the most 
gigantic effort any people, any nation, have 
ever undertaken. Transportation reports for 
Defense, On Time! 


As Transportation comes to the fore in 
news and politics, writers and speakers on 
public affairs will need the guidance of such 
surveys as ‘Transportation Reports For De- 
fense,”’ September issue, Nation’s Business. 
You are free to quote from this article. 
Write for a reprint. 


* 
This message is published by 


NATION'S BUSINESS 


It is the 57th of a series contributed toward a better un- 
derstanding of the American system of free enterprise. 





HE long lengths and light weight of 

Transite Ducts make assembly easy, 
fast and economical, even when unskilled 
crews are used. Transite Conduit is so 
strong it needs no concrete envelope . . . 
substantially reduces installed costs, par- 
ticularly where a small number of ducts 
per trench is involved. 

Transite Korduct, for use in concrete, 
makes further savings because its long 
lengths mean fewer spacers, fewer joints 
to make up. Due to its asbestos-cement 
composition, it requires less concrete sepa- 
ration for equivalent heat dissipation and 
fire protection between cables. For de- 
tails, write for brochure DS-410. Johns- 
Manville, 22 E. 40th St., New York, N.Y. 


St, ECONOMICAL INSTALLATION is 
psured because of the long lengths and 
ght weight of Transite Ducts. Han- 
ling and assembly are simple and 
sy... lining up is rapid and accu- 
pte. And when installed underground, 
tansite Conduit eliminates all the 
kpense of a concrete casing .. . holds 
8 true form under sustained earth 
bads and traffic pressure. 


FOR 
EFFICIENT, 
LOW-COST 


SER vi CE, TRANSITE CONDUIT... For TRANSITE KORDUCT... For instale 

useunderground without lation in concrete. Thinner walled, 
S P I A | a y. oye @ concrete envelope and _lower priced, but otherwise idene 
eR ier for exposed locations. tical with Transite Conduit. 





Tanks for mechanized warfare are very much in 
the public consciousness today. Power plants 
also need their tank defense. They get it in 
deaerators and deaerating heaters, which de- 
fend the plant against oxygen corrosion in 
boilers and the feed-water system. Deaerating 
equipment has so well proved its effectiveness 
in corrosion warfare, that practically all modern, 
well designed plants use deaerating units. 


The U. S. Navy is using deaerators on prac- 
tically all of its vessels now building. The Navy 
calls these units ‘‘deaerating feed tanks.”’ Elliott, 
of course, is building many of them. But an 


Elliott 675,000-Ib.-per-hr. deaer 
ator, one of two units recently 
shipped to Philo Station of Ohio 
=| Power Company. They are the 
| fifth and sixth Elliott deaerators 
for this plant. 


Elliott deaerating unit is much more than an 
excellent tank job. There are more than 20 
years of experience back of the design of Eliio‘t 
units. You can be sure that the smallest details 
of water and steam distribution, the proper 
location and proportion of contact areas, the 
regulation of steam and water flow, the accessi- 
bility of parts and the designing of the whole 
unit to your requirements are backed by long 
experience in the practical art of deaeration. 


Your defense against corrosion is perfect 
with an Elliott deaerator. 


D t d Heater Department 
ELLIOTT COMPANY “ scannette, Pa. 


N-961la 


ELLIOT 


District Offices. in Principal Cities 


DEAERATORS and DEAERATING HEATERS 
... front line equipment to combat corrosion 
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1 ar att. Water Works Association, Four States Section, opens meeting, Baltimore, 





4 Florida Telephone Association opens meeting, Lakeland, Fla., 1941. 





q National Industrial Council will convene, New York, N. Y., Dec. 1, 2, 1941. 








{ Exposition of Chemical Industries will be held, New York, N. Y., Dec. 1-6, 1941. 





q National Association of Shippers Advisory Boards opens meeting, Chicago, IIl., 1941. 





{Tax Institute will hold symposium, Philadelphia, Pa., Dec. 1, 2, 1941. (e 








q International eg or Thad Electrical Leagues convenes for sixth annual conference, 
Washington, D. C., 





 Mid-Southeastern Gas Association starts annual meeting, spa N. C., 1941. 
4 National Rivers and Harbors Congress convenes, Miami, Fla., 1941. 





{ American Society of Mechanical Engineers will hold annual meeting, New York, 
N. Y., Dec. 1-5, 1941. 





{ American Institute of Electrical Engineers, Southern District, will hold meeting, New 
Orleans, La., Dec. 3-5, ae 





{ National Institute of Municipal Law Officers will hold session, Washington, D. C., 
Dec. 4—6, 1941. 





{ Tennessee Independent Telephone Association opens convention, Nashville, Tenn., 1941. 





q New England Transit Club will hold meeting, Boston, Mass., Dec. 4, 1941. ‘it 














4 New Mexico Oil and Gas Association will convene, Artesia, N. M., Dec. 5, 1941. 
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What Is Going to Happen 


To the Utilities? 


This, thinks the author, is a question arising not so much out 
of the present priority situation as out of rising taxes, increased 
costs of operation, and the activities, when the emergency 
passes, of the powerful antiutility group in the government. 


By HERBERT COREY 


HE question was: 
“What’s going to happen to 
the utilities ?”’ 

The answer was: 

“A brief and glorious honeymoon. 
Then Mother will move into the best 
room.” 

Maybe that’s cryptic. But the situa- 
tion is cryptic, too. No one knows pre- 
cisely what’s coming. The utilities want 
to do—are doing—their very best to 
serve the country in the present emer- 
gency. The administration is codperat- 
ing. The utilities are rated as a favored 
industry. There are only one or two 
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very small flies in the ointment, but as, 
if, and when the emergency passes: 
“The government will eat us alive.”’ 
So said an accredited spokesman for a 
section of the industry. “But we are 
not worrying about that now. So many 
things may happen by that time. For in- 
stance, there’s a talk of a new mercury- 
filled transmission line over which pow- 
er can be sent for 2,000 miles. . .” 
That interpolation was deliberate. 
It was designed to illustrate the jumpy 
state of mind possessed by a good 
many utility—and administration— 
men. There is not, so far as the out- 
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sider can see, much remaining of that 
hostility that was positive not so long 
ago, when utility people ranked along 
with taxpayers and Ute sheepherders in 
the political firmament. There is a real 
desire to get together and deliver the 
goods. No one worries much about 
what is to happen when the present 
troublings are over, for no one can 
more than guess. 

The reply to the question quoted 
above—‘“‘a brief and glorious honey- 
moon before Mother comes back 
home”—is a composite. Many men 
were queried. There were Chairman 
Leland Olds of the FPC and Harry 
Slattery of the REA and Engineer 
Tate of the FPC and Stephen Fitzger- 
ald of the priorities section in OPM 
and various engineers and specialists 
and spokesmen. The reply quoted be- 
comes an impression rather than a com- 
posite. Chairman Olds is a determined 
optimist, for instance. He thinks the 
utilities will squeeze more kilowatt 
hours out of their kilowatts during the 
- next two years than they ever thought 
possible. 

“They always have gotten along all 
right. Why not now?” 


HAT’S the spirit of his remarks, 

anyhow. When the emergency 
ends there will be a period of readjust- 
ment. The world will be panting to 
buy the things of which it has been de- 
prived and all the little gadgets which 
have not been made, and to rebuild, 
build up, and tear down generally. All 
that means more and better business. 
We can furnish more power than all 
the rest of the world put together and 
turn out aluminum and magnesium 
and plastics and household tricks by 
the millions of tons. Bernard Baruch 
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says we can undersell the hottest com- 
petitors Europe ever bred if we put our 
minds to it. 

“So why worry?” 

But in the meantime— 

There is a sale for every kilowatt 
that can be turned out right now. The 
field is spotty, of course. There are sin- 
gle industry towns that are dying be- 
cause their single industries have been 
cut down and other towns that have lost 
machine tools and workmen and have 
not been able to readjust to the defense 
program. The AF of L knows of 1,500 
starving towns in the New England 
area alone. But there are other fields 
in which the demand for more current 
is not short of violent. Defense indus- 
tries and Army camps have called for 
more current and more communica- 
tions and are getting them. Some of 
the miracles of production have been 
not far short of major. Three and per- 
haps four million men are suffering 
from “priority unemployment.” But in 
the end they will be shifted to other 
towns or new towns and will need light 
and heat and power and communica- 
tions as much as they do now. More, 
probably, because for a time they will 
have more money with which to buy 
these necessities. Expansion is being 
forced on the utilities. 

“With what?” 


HERE’S the rub. There is a short- 

age of copper and generating 
machinery which the utilities must 
have if they are to expand. And they 
must expand. That shortage is shared 
by every other industry in the country. 
Only the other day 200 men and 
women lost their jobs because the 
OPM would not give a factory the 
priority right to $40 worth of stainless 
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steel. There is plenty of stainless steel 
in the country, of course, but the OPM 
had not gotten used to handling prior- 
ities. Because the factory only wanted 
$40 worth—to make bracelets for 
wrist watches—the OPM thought it 
did not amount to anything and so 200 
men and women lost their jobs. That’s 
the kind of thing the utilities have been 
up against. 

The priority mess is being straight- 
ened out. It was only one of innumer- 
able confusions that were located at 
Washington during the first year of the 
defense effort. A huge new machine 
was being constructed and the builders 
operated on the idea that time and elo- 
quence would do anything. The men 
engaged were good men. Say they 
were the best in the country and may- 
be not too much is being said. But they 
had all kinds of ideas; there was no 
plan, no one to tell them to punch the 
clock when they come in and keep their 
fingers out of the lathe and so 38,000 
human beings, more or less, joined in a 
grand cacophony in Washington. In 
spite of the noise a good deal of work 
was being done. Some of that work 
consisted in the discovery that the work 
was not being done in the right way. 


[ was that way with the utilities and 
priorities. A utility chief, for in- 


stance, would ask OPM for the neces- 
sary material for a new line to be run 
between certain points. The OPM was 
suspicious of everyone. Not only of 
the utilities. Of everyone. Even a few 
weeks’ experience had shown the per- 
sonnel of the OPM that while the 
American businessman as a class is 
unquestionably Nature’s noblest prod- 
uct, there is here and there a business- 
man who looks on a swell little guy 
fresh from college and in an OPM job 
as a practically irresistible temptation. 
During OPM’s teething period so 
many priority certificates were given 
out that they had the value of a rouble 
of the late Czar. They ceased to mean 
anything. A utility possessed of a pri- 
ority might as well have had a couple 
of eels. Everyone wanted the lines 
built, but no one could do anything 
about it. 

That has all been changed. Or so 
they say at SPAB, which is the legal 
heir and successor to OPM, although 
OPM does not feel that it is defunct 
or that anyone has succeeded to it. 
Never mind if you feel a trifle puzzled 
at this point. So does everyone else. 
Under OPM the plan was to run all 
the priorities out to the last decimal. 
When the OPM ceased to believe in 
anything from the practice of matri- 
mony up it began to unravel big prior- 
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justment. The world will be panting to buy the things of 


q “WHEN the emergency ends there will be a period of read- 


which it has been deprived and all the little gadgets which 
have not been made, and to rebuild, build up, and tear down 
generally. All that means more and better business. We can 
furnish more power than all the rest of the world put to- 
gether and turn out aluminum and magnesium and plastics 
and household tricks by the millions of tons.” 
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ities into little priorities and then trace 
each to its source. A utility that wished 
to run a few miles of wire and set up 
a new generating machine or two was 
asked to account for the goods, nut 
by bolt. Every item was made the sub- 
ject of a separate and cynical inquiry 
at OPM. If it takes—today—three 
weeks to get a project over the Presi- 
dent’s desk, although no objection of 
any consequence is being registered 
anywhere along the line, the reader may 
imagine what happened when a utility 
project was cut down into priorities 
and each priority was split up into 
other priorities and when they were all 
done there wasn’t anyway in the world 
to get them put together again. 


M‘*" Donald Nelson is responsi- 
ble for the change. He is the 
boss man at SPAB, even if there are 
other formidable names on the office 
door, and when he ceases to be boss the 
betting is that he will walk out. The 
first thing he did when he took over 
- was to shake merry hell out of the dry 
bones which had been gathering in 
OPM. He called in some of his Sears, 
Roebuck associates, who were not even 
employees of the government, and told 
them in about twenty words what he 
wanted done and they worked through 
four days and did it. “Cap” Krug had 
something to do with the change, too. 
He is the TVA engineer who had been 
taken over by OPM and was put in 
charge of the business of teaming up 
all the utilities so they can produce the 
power the country needs in this emer- 
gency. He ruthlessly cuts through red 
tape. Krug has no hesitation in giving 
an order over long distance which calls 
for the spending of big money and he 
seems to have that eighth sense which 


enables him to check up over that same 
long distance. At any rate the utilities 
and the SPAB-OPM are working on 
an honor system nowadays. . 

“A utility,” Stephen Fitzgerald ex- 
plained, “works out its plans. It tells 
OPM what it wants. It gets a blanket 
priority. It then gets the goods, if it 
can find them. 

“OPM keeps an eye on what is go- 
ing on. But we do not trace the ultimate 
hairpin as we once did. If the utility 
were to try to hornswoggle us, it would 
be too bad. But we assume that no util- 
ity will. The change is just a logical de- 
velopment of the plan for simplifica- 
tion.” 


_ net result—Nelson to Krug to 
the utilities—is that the essential 
expansion is progressing rapidly. It 
has been hampered, of course, by a 
great many things. It is not progress- 
ing as rapidly as is desired by all hands. 
All things considered it is doing very 
well indeed. When the administration 
first began to see what might be de- 
manded of the country under the plan 
to make the United States the univer- 
sal provider for the democratic world 
it moved slowly. This is not said in 
criticism. Even yet no one knows how 
big the job may prove to be, and no 
one can know until the ink has dried 
on the first draft of the Armistice. But 
in the first or waking-up days it became 
evident that huge quantities of copper 
would be needed. Munitions making 
for the Army and Navy uses a lot of 
copper, not to speak of the desires of 
the utilities. The administration put a 
top price on copper. Some of the 
smelters could not produce at that 
price: 

“Then you won’t sell us copper,” 
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WHAT IS GOING TO HAPPEN TO THE UTILITIES? 











Miracles of Production 


“owe of the miracles of production have been not far short of 

major. Three and perhaps four million men are suffering from 

‘priority unemployment.’ But in the end they will be shifted to other 

towns or new towns and will need light and heat and power and com- 

munications as much as they do now. More, probably, because for a 

time they will have more money with which to buy these necessities. 
Expansion is being forced on the utilities.” 





said the administration, very haughty. 

“OK by us,” said the smelters. 

There was one copper producer who 
had copper ore by the millions of tons, 
an old smelter that could not smelt at 
the government’s top price, and a great 
desire to help. He was willing to get 
the copper out at cost if the govern- 
ment would take up the slack between 
production cost and buying price. In 
the end the government did, but at a 
cost of time all round. These delays 
are being gotten rid of, little by little. 
So far as one man can see, he being at 
a distance from the incredible machine 
the administration has built up, order 
is being produced by old-fashioned 
businessmen through the application 
of old-fashioned business methods. 
There is still an inordinate amount of 
routing of papers and OKing and 
sending of memoranda and office mes- 
sages, but more and more the telephone 
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is being used in the government’s busi- 
ness. A utility can get a blanket prior- 
ity now by telephone request, if the 
need for the proposed new construction 
is sufficiently pressing. The signing of 
papers will be attended to in time. That 
is the way business has always done 
business, but it has been equivalent to 
a third-rate earthquake in some of the 
OPM’s offices. 


ke keep the record straight it might 
be again noted that the utility in- 
dustry has every right to be proud of 
itself. It is in a position to meet every 
demand made upon it at present—bar 
the occasional and abnormal situation 
that develops now and then in an area 
because of the defense program—and 
seems able to meet every demand that 
will be made. The Natural Resources 
Committee of the United States Cham- 
ber of Commerce states: 
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The industry still maintains a safe margin 
of spare in the face of greatly increased de- 
mand. (This margin of safety is that between 
peak demand and installed generator capac- 
ity.) New construction during 1941 will add 
about 3,500,000 kilowatts. This includes pub- 
lic and private installations. For 1942 it is an- 
ticipated that 3,227,000 kilowatts will be 
added, and installations in excess of 3,000,- 
000 kilowatts are already scheduled for 1943. 
Should the defense program reach its full 
stride by the middle of 1942, as has been offi- 
cially indicated, the general power situation 
seems well in hand and no serious shortage 
should occur if the new defense loads can be 
properly distributed. 

There is the inescapable “if.” It is 
not possible for anyone to say at this 
moment what the new defense loads 
will be, not to speak of their distribu- 
tion. There are men of high rank in 
the administration who believe that 
the war will not be ended before 1947. 
They may not reflect the convictions of 
those who rank them in the adminis- 


tration. 


iG is certain that the administration 
anticipates that hostilities will run 
through 1943 and that the country will 
not reach its productive peak before the 
end of that year. It can only be said at 
this time that what the Chamber of 
Commerce committee refers to as the 
“new defense load” is being increased 
as rapidly as possible and without any 
thought of either a time limit or the 
dollars involved. Meanwhile it is diffi- 
cult to get generating machinery from 
the manufacturers. The utilities were 
not at fault. They foresaw the load in- 
crease and if they had not foreseen it 
FPC made a point of telling them. 
The utilities got their orders in for 
new turbines and the like in plenty of 
time to have them installed for the an- 
ticipated new business. Then the Army 
and Navy stepped between buyers and 
sellers. Army and Navy business comes 
first—as it should—and the utilities 


are getting what they can when they 
can. It seems to be a fact, however, that 
the early hauteur of the military au- 
thorities has worn down, and that 
they are willing to meet the business- 
man half way. Most of them always 
would — everyone knows that — but 
now and then one discovered an of- 
ficer whose spurs had gone to his head 
and then trouble began. Some of them 
have been transferred. Others were 
good guys at heart and were merely 
flustered by the weight and heat of the 
new load. 


S° the utilities are no longer as 
troubled by priority entanglements 
as they were and they are getting the 
generating machinery as rapidly as all 
concerned are able to get it to them, 
which is often not very rapidly. 

The utilities are relieved somewhat 
by other factors. 

Because the gadget manufacturers 
are not able to turn them out as they 
once did—this goes for refrigerators 
and washing machines and the like— 
the percentage of increase for residen- 
tial power sales for the first half of 
1941 is only 8.1 per cent against the 
10.6 per cent in 1940. They had planned 
ahead to take care of that gadget in- 
crease. Commercial business increased 
only 6.8 per cent in the first half of 
1941 against the 8 per cent of 1940. 
Against that it must be admitted that 
industrial power use has increased 24.5 
per cent against the 16.5 per cent of 
1940’s first half. But the wind was 
tempered slightly to the utility lamb for 
the first six months. Not much, but a 
little. And the utilities whooped up 
their operations to meet the demands, 
too. To quote again from the commit- 
tee of the Chamber of Commerce: 
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There are indications of better, that is, 
longer hours of use of generating equipment. 
Due to present interconnection and efficient 
operation each kilowatt of generator capacity 
is producing one-third more useful energy 
than was produced in the big industrial year 
of 1929. 


T° recapitulate: The utility in- 
dustry is, by pressure of circum- 
stance, rated as a “‘most favored in- 
dustry” by OPM, which is to say the 
administration ; it is selling every kilo- 
watt it can produce; the demands on it 
for more kilowatt hours are pressing; 
it is expanding its lines as rapidly as 
it can. The expansion is only checked 
by the shortage of machinery and ma- 
terials, and the OPM is cooperating in 
getting these things. Under Jesse 
Jones the RFC is lending money where 
needed to expand utilities and the SEC 
is “cooperating” —the word is Chair- 
man Olds’—to the extent that it is not 
being what a money-borrowing utility 
regards as unreasonable. The utilities 
are very little bothered by the current 
unrest in labor circles, and are not more 
than usually pressed by regulatory 
bodies for lowered rates. Everyone 
recognizes that all price tags must be 
rewritten in bigger figures very soon. 

There is another side to the utility 
situation. 

Pretty soon the new taxes will be- 
gin to bear down. There is no use re- 
pining about them. They are on us; 


e 


they will be greater in the next tax bill; 
and in spite of the admission of all the 
fiscal authorities from Secretary of the 
Treasury Morgenthau down that some- 
thing like $2,000,000,000 is being un- 
necessarily spent in nondefense opera- 
tions, Congress will not even try to 
check that spending. At least Congress 


has not tried to check it. Some kind of 


a round robin committee has been 
created by Senator Byrd’s initiative 
which should try to tone down con- 
gressional extravagance. No one antic- 
ipates this committee will do more than 
hold Lodges of Sorrow at intervals. 
So the utilities’ tax burdens will keep 
on growing. 


HE utilities must soon tace tre- 

mendously increased costs in al- 
most every line. It will be noted that 
John L. Lewis is stirring and rum- 
bling in his mountain retreat. Mr. Lew- 
is is a very positive person with enor- 
mous ambition and he has been loyally 
supported by his United Mine Work- 
ers. It is, of course, a fact that factions 
have split off from the UMW from 
time to time, and that quite recently 
one group has objected to the hoist in 
their monthly dues which Lewis im- 
posed in order to back the union’s 
political schemes. But it may be taken 
for granted that Lewis will have the 
support of the miners when he asks for 


them out as they once did—this goes for refrigerators and 


“BECAUSE the gadget manufacturers are not able to turn 
gaag 


washing machines and the like—the percentage of increase 


for residential power sales for the first half of 1941 ts only 
8.1 per cent against the 10.6 per cent in 1940. They had 
planned ahead to take care of that gadget increase. Com- 
mercial business increased only 6.8 per cent in the first half 
of 1941 against the 8 per cent of 1940.” 
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more money. He will ask for more. 
He may have asked for it by the time 
this gets into print. The administration 
has been frankly prolabor from the 
beginning, and although Mr. Lewis is 
no longer loved by Mr. Roosevelt, no 
one dreams that the miners will be pun- 
ished because they follow JLL. 

So the cost of coal will soon be 
upped. So will everything else the util- 
ities buy. No one in the know in Wash- 
ington attempts to deny that inflation 
is coming. A good many words are be- 
ing used in the effort to show that it 
is not the fault of the administration 
or the defense program and that it 
must be accepted in a kindly spirit by 
the housewife who finds that the morn- 
ing egg costs fifteen cents instead of 
only five. The FPC says that the de- 
fense program may cost $36,000,000,- 
000 a year. Others put the mark higher. 
While other prices are going up the 
utilities will have a hard time raising 
their own rates to match. Here and 
there a utility may be especially fa- 
‘vored by circumstance, statute, or a 
commission. Not many utility men 
seem to be worrying about these things. 
Nothing can be done about it, any more 
than anything can be done about the 
moon and the tides. There is no cer- 
tainty about anything. If Herr Hitler 
fell down an elevator shaft some night 
and broke his talented neck, no one 
knows what might follow. There might 
be peace and there might be a néw kind 
of war. What may take place in the 
utility house depends on possibilities 
the other side of the Urals. That is 
nonsense, but so is everything else just 
now. 


res, somewhere in the 
present situation are the men 
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who have fought private utilities for 
years, with the avowed intention of 
taking them over for the government. 
They are not very vocal just now for 
they recognize that the government 
needs power and that the power makers 
should not be interfered with. But there 
are evidences that under cover they are 
as numerous, and some folks say 
poisonous, as ever. The St. Lawrence 
project is being urged. It might not get 
into power production until the Second 
World War is playing its return en- 
gagement, but that does not stop its 
proponents. Secretary of the Interior 
Ickes fussed with RFC Administrator 
Jesse Jones to the extent of deferring 
quantity production of aluminum and 
magnesium because Ickes wanted 
Jones to lend RFC money in such a 
way that the government would con- 
trol borrowing utilities. That is the 
inner meaning of Ickes’ ill-timed inter- 
ference with Houston Jones. 

“The way I lend the government’s 
money is my business,” the Texan said 
in effect. 

Utility men fear that when the pres- 
ent emergency is over, the govern- 
ment’s immense hydro plants will be in 
a position to “eat ’em alive.” Chairman 
Leland Olds, FPC, told the New 
Mexico PSC that “government compe- 
tition” will “increasingly supersede” 
Federal utility regulation unless serv- 
ice is kept up and rates kept down. Util- 
ity rates have always shown a tendency 
to go lower, because utility men long 
ago discovered that low-priced current 
means larger sales and better profits. 
But that imperfectly disguised threat 
by Chairman Olds indicates what is 
coming. “Government competition” 
will supersede the processes of regula- 
tion, unless— ; 
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There is the possibility, of course, people will begin to practice national 
that when the defense emergency is economy and political common sense. 
over and the European war is ended and One should always end an article on 
all the nations have been policed into a high note. That one should leave ’em 
good behavior, a tax-ridden and angry _ laughing. 








Economic Effects of Federal Public Works 


aig Bese existence of unemployment as the central 
economic problem of the United States makes evident 
the need for planning a public works policy on a long-range 
basis if the problem of unemployment is to be met in part 
through the construction of public works. But even if unem- 
ployment should cease to be a major national problem, the need 
for a continuing program of public works construction would 
not disappear. 

“Furthermore, it should not be assumed that the problem of 
developing a long-range public works policy is exclusively a 
Federal problem. No matter how far the financial and plan- 
ning leadership of the Federal government may be carried, the 
role of the states and localities remains of fundamental im- 
portance. Since 1932, Federal programs for construction have 
had to offset the sharp curtailment that was made from 1930 to 
1933 in state and local construction. To return public works 
expenditures approximately to earlier levels through Federal 
action was an important accomplishment. 

“However, future public works policy should seek to co- 
ordinate forward-looking programs by state and local agencies 
with those of the Federal government, to the end that public 
construction policy as a whole shall contribute more effectively 
to the rational upbuilding of the national estate and the most 
profitable utilization of our resources.” 

—Excerpt from report of National Resources 
Planning Board to President Roosevelt. 
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Laws ‘That Make It Hard to Get 
More Municipal Plants 


The author declares that among the barricades that stand in the way 
of government ownership are the necessity of submitting the question to 
local voters, the necessity of obtaining state commission consent in the 
shape of certificates of public convenience and necessity, laws requiring 
the purchase of private utility plants already serving the municipality, 


constitutional debt limitations of municipality, statutes preventing expan- 
sion beyond municipal boundaries, and certain court interpretations of the 
scope and application of these laws. Law reforms suggested. 


By JAMES J. 


HE spurt in the relative im- 
portance of municipal electric 
plants during the past decade has 
focused attention more sharply than 
ever before on the legal obstacles stand- 
ing in the way of such a transforma- 
tion. Congress has repeatedly sought 
to aid municipal power expansion. 
Priority to municipalities has . been 
granted for the purchase of power 
from the large Federal hydroelectric 
projects, and PWA loans and grants 
have made possible the erection of 
more than 100 new municipal electric 
plants and the expansion of more than 
200 existing municipal systems. 
Between 1932 and 1939 municipal 
electric systems increased in number 


NOV. 6, 1941 


KENNEDY 


from a low of 1,802 in 1932 to a high 
of 2,102 in 1939, principally through 
the stimulus of the PWA. Although 
municipalities sold only 5.5 per cent of 
the total number of kilowatt hours of 
energy in 1937 their electric systems 
totaled 1,860 in number, as compared 
to 1,340 under private management, 
thus revealing the great disparity in 
size between the two types of owner- 
ship. 

The cry of “Defense,” “All out aid 
to Britain,” “The Arsenal for Democ- 
racies” has echoed throughout the 
world. The Great White Father has 
spoken. And all these reverberations 
are not without their possible effects 
on the municipalization of the electric 
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light and power industry. At least, the 
vehement opposition to the St. Law- 
rence river project may possibly be sur- 
mounted but only in the interest of na- 
tional defense. 

The energy of the St. Lawrence, 
even though it be harnessed, will never 
assume an important role in the mu- 
nicipal distribution of power in the 
state of New York until the existing 
pyramid of legal restraints is leveled 
off. 

Rather than be Don Quixotes fight- 
ing an impossible battle against the 
arms of a legal windmill, the munici- 
palities insist that they be given the ef- 
fective right to substitute competition 
or the threat of such competition in 
place of what is felt, in many quarters, 
to be necessarily inadequate regulatory 
remedies. 


HEN the conflicting arguments 

of the private companies and the 
municipalities are weighed against ex- 
isting legislation and judicial opinions 
it is frequently found that the argu- 
ments of the private companies have 
carried the day and that the municipali- 
ties have been hampered by an array of 
legal restraints. These may be con- 
veniently grouped as those falling 
under : 


I. Initial legal difficulties. 

II. Legal difficulties in the acquisi- 
tion of property for municipal 
electric plants. 

III. Financial barriers thrown up by 
state Constitutions, statutes, and 
by the courts. 

IV. Legal restraints on the operation 
and expansion of municipal elec- 
tric facilities. 


Let us look at the first group. Gen- 
erally speaking, municipalities may not 
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be established without the approval of 
the local electorate. 

The class of voters designated by 
statute must first pass upon the ac- 
quisition or construction of a publicly 
owned system before the municipality 
can move ahead with its plans. Florida 
is a notable exception: There the deci- 
sion is left to the local legislative body. 

Elections often induce the existing 
utility to spend sizable sums of money 
in trying to persuade the voters, by one 
means or another, to vote down the 
public plant. Elections also provide 
the private companies with opportuni- 
ties to dissipate interest in and to delay 
the erection of public plants by chal- 
lenging the validity of the election on 
legal technicalities. 

Whatever merits either side may 
have, an election is an uphill job for a 
city, especially where it is not able to 
offset the amount of private capital 
spent for advertising and propaganda 
purposes. 


| coemaanans cage of convenience and 
necessity present another diffi- 
culty along this line. Municipalities 
in seven states must first secure a cer- 
tificate from state commissions before 
they can operate electric utilities either 
within or without their corporate 
limits, according to a recent study of 
the Federal Power Commission en- 
titled “State Commission Jurisdiction 
and Regulation of Electric and Gas 
Utilities.” 

In 11 additional states certificates 
must be obtained by municipal electric 
plants before they can operate outside 
corporate limits. Thus 18 of the 24 
states with jurisdiction over municipal 
electric utilities require. certificates of 
convenience and necessity. The estab- 
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lishment of municipal plants, where 
private utility service has already been 
established, might be taken as an ad- 
mission that state regulatory commis- 
sions have fallen down on the very job 
they were appointed to do—to secure 
reasonable rates and good service. 
Occasionally a commission may be 
willing to admit its inability to cope 
with a bad rate situation and grant a 
certificate for a municipal plant as did 
the Wisconsin commission.’ But the 
likelihood that it will not do so is ob- 
vious. Hence, statutes which give state 
commissions power to forbid the erec- 
tion or expansion of municipal electric 
facilities by withholding certificates of 
convenience and necessity are of ques- 
tionable soundness 
(1) Because the commissions are 
not disinterested arbiters in deciding 
the question—they have an undoubted 
interest in justifying their existence; 
(2) Because when citizens of a 
community believe they can secure 
lower rates or receive better services 
for an everyday necessity from a pub- 
licly owned plant their decision should 
not be overruled by a state commission. 


N™: let us consider legal difficul- 
ties in the acquisition of prop- 
erty for municipal plants. When a 
municipality decides to own and op- 
erate its own plant it is under no obli- 
gation to purchase the existing utility 
unless there is a statute, state constitu- 


1 Re Hustisford (1934) 2 PUR(NS) 485. 
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tional provision, franchise, or con- 
tract which so provides. In all states 
the municipality may acquire the ex- 
isting facilities. But in some states it 
must buy out the property of the 
private company. 

The property to be acquired and the 
price to be paid may be determined in 
a number of ways in addition to vol- 
untary agreements. These methods 
are prescribed in compulsory purchase 
statutes, indeterminate permit statutes, 
and eminent domain statutes. 

The first compulsory purchase 
statute was adopted by Massachusetts 
in 1891. It provides that if a town 
which votes to establish a municipal 
lighting plant fails to agree with. the 
existing utility as to the property to 
be purchased or the price to be paid for 
it, the commission is to decide the price 
and what property “in the public in- 
terest”’ is to be purchased. Such a price 
is to be estimated “without enhance- 
ment on account of future earning ca- 
pacity or good will or of exclusive 
privileges derived from rights in pub- 
lic ways.” 


O THER states having compulsory 
purchase statutes in one form or 
another include Connecticut, New 
Hampshire, Florida, Arizona, and 
Alabama. The Alabama and Florida 
statutes, like the one in Massachusetts, 
provide for the exclusion of value based 


plant it is under no obligation to purchase the existing utility 


q “WHEN a municipality decides to own and operate its own 


unless there is a statute, state constitutional provision, fran- 
chise, or contract which so provides. In all states the munici- 
pality May acquire the existing facilities. But in some states 
it MusST buy out the property of the private company.” 
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on future earning capacity, good will, 
or on exclusive privileges derived from 
rights in private ways. But the statutes 
in Connecticut, New Hampshire, and 
Arizona fail to exclude value based on 
such estimates and it is highly probable 
that a purchase price including one or 
more of these items would be exacted 
from municipalities desiring to estab- 
lish public ownership of electric facili- 
ties in these states. 

Assuming that municipalities should 
not be allowed to compete with existing 
utilities before making an offer to 
purchase at a fair price, the existing 
compulsory purchase statutes present 
an unsound method of achieving these 
ends. Indefinite standards intensify 
the difficulty, lead to protracted de- 
lays, and broaden the legal assault of 
the private companies. Because of the 
compulsory nature of the proceedings, 
courts have a tendency to enforce a 
high purchase price, a price so high as 
to make it impossible for the munici- 
pality to launch its program of public 
ownership of electric utilities and 
render services at reasonable prices. 


METHOD which might be free 
from some of these objections 
and yet offer a fair means of protection 
to the legitimate investment of the 
private companies without retarding, 
unduly, the efforts of municipalities 
to establish their own electric utilities, 
when they felt this to be desirable, is 
said to be the indeterminate permit 
system. 

Perhaps the most accurate way to 
define an indeterminate permit is to say 
that it is 

. a grant in perpetuity to a public utility 


of the privilege of furnishing a public serv- 
ice, and of using in connection therewith a 
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portion of the public streets, highways, and 
public places for the construction and opera- 
tion of the necessary equipment to supply 
such service, the permit being subject, how- 
ever, not only to the police power, the power 
of eminent domain, and the power of termi- 
nation for misuser or nonuser, but also to 
amendment, alteration, revocation, and 
termination by purchase upon the payment of 
just and equitable compensation? 

The italicized portion of the defini- 
tion dealing with the termination of 
the franchise upon payment of just 
and equitable compensation stands as a 
barrier to the municipalization of elec- 
tric power. As Professor Stason re- 
marks: 

It is true that if the power of purchase ts 
so framed that it can be readily exercised, it 
is valuable, not so much as an aid to munici- 
pal ow nership . but rather as a standing 
threat to enforce good behavior and proper 
development. As actually framed, however, 
the purchase power is either quite useless or 


quite unsatisfactory in many of the indeter- 
minate permit states.8 


To wipe out all protection for the 
legitimate investment of existing pri- 
vate plants would be unfair to its in- 
vestors. But under the wording of pre- 
vailing indeterminate permit statutes 
an unfair balance has been struck be- 
tween the interests of the private plants 
and the municipalities, with the munici- 
palities left holding the short end of 
the stick. 


Ring use of vague standards such 
s “just compensation” and the 
inclusion of intangibles in the price to 
be paid for existing facilities is without 
constitutional or legal necessity in in- 
determinate permit statutes. Their 
presence is due either to clumsy drafts- 
manship or a deliberate attempt to 
make more difficult the establishment 
of municipal lighting plants. 


2E. B. Stason, “The Indeterminate Permit 
for Public Utilities,” 25 Mich. L. R. 354, 360 
(1927). Italics added. 

3 Ibid., pp. 382, 383, Original italics. 
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First Compulsory Purchase Statute 


at en first compulsory purchase statute was adopted by Massa- 

chusetts in 1891. It provides that if a town which votes to es- 

tablish a municipal lighting plant fails to agree with the existing utility 

as to the property to be purchased or the price to be paid for it, the com- 

mussion is to decide the price and what property ‘in the public interest’ 
is to be purchased.” 





If the advantages of the indeter- 
minate permit are thought to outweigh 
its disadvantages, the states could profit 
greatly by modeling their purchase 
provisions after those found in the 
Federal Power Act. There the pur- 
chase price is to be the “net invest- 
ment” of the licensee in the project or 
projects so taken, not to exceed fair 
value of the property plus reasonable 
severance damages, if any. Since the 
ascertainment of original cost for all 
private plants would be a lengthy 
process, made more difficult by the 
lack of adequate records, the substitu- 
tion of this standard for the existing 
ones would be an improvement rather 
than a cure-all. . 

Another manner in which munici- 
palities may acquire the facilities of an 
existing private plant is by eminent 
domain. In general, standards of value 
used in condemnation statutes are less 
satisfactory than those found in inde- 
terminate permit statutes. They fre- 


NOV. 6, 1941 


592 


quently have no relation to the peculiar 
types of property and values found in 
public utilities. The Colorado statute, 
for example, authorizes the appropria- 
tion of electric light works “in such 
manner as is or may be prescribed by 
law for the condemnation of real 
estate.” 


HE extraterritorial restraints 

found in eminent domain statutes 
seriously hamper municipal projects by 
forbidding what is sometimes their 
only feasible means of generating 
power and in addition often cut off 
their extramural markets. Besides the 
fact that courts tend to approve 
high property values, condemnation 
proceedings are long-drawn-out affairs 
and expensive. 

Since the use must be a public one 
the municipality cannot condemn the 
property of one utility company in 
order to turn it over to a more efficient 
private company. 
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A= financial barrier is also 
thrown up by state Constitu- 
tions, statutes, and by the courts. The 
most frequently used methods of evad- 
ing organic debt limitations in order to 
enable municipalities to construct or 
acquire municipal lighting systems are : 
conditional sales contracts, special as- 
sessments, special utility taxing dis- 
tricts, special fund doctrine and rev- 
enue bonds. The first three methods 
will be mentioned only in passing. The 
conditional sales contract has had only 
limited application, was confined most- 
ly to purchases of Diesel generators 
and equipment. The special assess- 
ments method seems likely to be greatly 
limited for a reason considered later. 
The use of special utility taxing dis- 
tricts is generally an unsound quirk in 
municipal finance and flies in the face 
of the very purposes for which organic 
debt limitations were established. 

The special fund doctrine and the 
use of revenue bonds are the soundest 
and perhaps the most prevalent meth- 
ods now used for financing municipal 
electric projects. While none of these 
devices mentioned are as satisfactory 
as a complete revamping of municipal 
organic debt limitations, the special 
fund and the use of revenue bonds 
serve as prudent, if not completely ade- 
quate, techniques for coping with re- 
strictions existing in many jurisdic- 
tions. 


A restraint on the useful- 

ness of special assessments as a 
method of public power financing 
seems possible as a result of the reason- 
ing of the New York Court of Ap- 
peals.* In 1935 the legislature created 


# Gaynor v. Marohn (1935) 268 NY 417, 198 
NE 13. 
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a power district in the county of Al- 
bany, which was authorized to pur- 
chase or establish electric light and 
power plants. The act was declared 
valid in part. But to the extent that 
the money to be raised was to come 
from taxation of property outside the 
district, or from property not benefited, 
and to the extent that the assessments 
levied within the district were to pay 
for lighting territory outside the dis- 
trict, the act was regarded as unconsti- 
tutional. 

This decision would seem to prevent 
the extension of service to those areas 
not subject to the special assessment 
even though such extensions increase 
revenues, improve the load factor, and 
ease the financial burden on those as- 
sessed within the district. The court 
left this question unanswered as it was 
not in issue but declared that “It may 
be questionable whether the real estate 
(within the district) can be taxed for 
the direct purpose of building a plant 
to light other and adjoining districts 
not taxed.” This quaere was put for- 
ward although the act purported to give 
the power district unlimited authority 
to sell excess energy to outside 
territory. 


S PECIALLY constituted authorities, 
with power to pledge the revenues 
of the utility only, combine the sound 
use of revenue bonds with the admin- 
istrative advantages of an independent 
corporate body. This set-up is likely to 
become one of the most frequently 
used methods of financing municipal 
and district public utility developments. 
Under the special fund doctrine, a 
municipality may purchase property 
and equipment for the establishment or 
expansion of an electric plant by pledg- 
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ing a fund to be created from the in- 
come of the utility. By the great weight 
of authority, organic debt limitations 
are not violated by the issuance of 
bonds payable solely out of a special 
fund created from net revenues of the 
project and by the terms of which the 
credit of the city is in no way pledged. 

A few states, among them being 
Idaho and Georgia, stand opposed to 
this weight of authority in refusing to 
accept the special fund doctrine in any 
shape or form. In a number of others, 
jurisdiction refinements of one sort or 
another have been grafted onto the 
special fund theory. The most notable 
of these is the restricted special fund 
theory under which it is held that a 
pledge of revenues of a presently owned 
plant, as well as those to be derived 
from its enlargement, creates a debt to 
the extent that income from the exist- 
ing plant is hypothecated. 

Such reasoning rests on the premise 
that the municipal plant should be 
treated as earning a profit in which the 
general treasury has a preferred vested 
interest to use for other purposes than 
for those of the municipal plant itself. 
There are serious objections against 
such milking of the municipal plant to 
pay for the city’s general expenses. Yet 
the courts go further and insist that 
the municipal plant cannot divert the 
profits allocable to the existing plant 
for additions and expansion. 


e 


THER courts, particularly those in 
Colorado and Missouri, find that 
a debt has been created where the city 
has issued revenue bonds payable solely 
out of revenue if the city has also 
agreed to pay for the electric services 
furnished it by the public plant for pub- 
lic uses, at the “established rates” or at 
“regular rates.”” The rationale of these 
decisions appears to be that if a city 
buys power from itself at reasonable 
prices, money for that purpose will 
have to come from taxation and that 
this will seep into the special fund, 
thereby polluting it. From a policy 
viewpoint, it seems unwarranted to 
penalize a city for purchasing its 
own power at reasonable prices. Cer- 
tainly, it need not follow that the city 
is creating a debt. There is a distinc- 
tion between incurring an absolute 
obligation to pay for a consideration 
already received and a similar obliga- 
tion to pay for services ordered, the 
Missouri and Colorado courts to the 
contrary notwithstanding. 

With the advent of the PWA almost 
every state which did not have a rev- 
enue bond statute of one form or an- 
other enacted one in order to take ad- 
vantage of Federal loans and grants. 
Of 41 states having such laws, how- 
ever, only 24 authorized revenue bonds 
for municipal power plants. 

The situation in New York is both 
interesting and puzzling. In 1934 the 


“RESTRAINTS on the extraterritorial expansion of municipal 
plants and the sale of power to nonresidents are found in a 
number of states. The situation varies sharply in the different 


jurisdictions. In Georgia, for instance, a municipal utility 
cannot serve nonresidents. In Florida and Mississippi, there 
are apparently no restrictions on the sale of power outside 


the municipality.” 
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Municipal Utility Act liberally em- 
powered any municipal corporation to 
construct or operate any public utility 
service and to “finance the cost of such 
public utility service in whole or in 
part by levying taxes or by the issu- 
ance of bonds in the same manner as 
taxes are levied or bonds issued pur- 
suant to law for any permanent im- 
provement by such municipal corpora- 
tion.” 

There is no definitive statement of 
what is meant by “permanent improve- 
ment” in the 1934 statute. It might 
reasonably be construed to include 
highways, tunnels, sewers, water- 
works, and bridges. 


A YEAR later when the revenue bond 

statute was passed the legisla- 
ture listed the undertakings for which 
such bonds could be issued as includ- 
ing “tunnels, ... bridges, . .. highways, 
... systems, plants, works, instrumen- 
talities, and properties used or useful 
in connection with the obtaining of a 
water supply...” 

But municipal electric plants were 
not included in the list of undertakings 
that could be financed by revenue 
bonds. Considering the fact that the 
revenue bond statute was passed later 
and excludes mention of electric utili- 
ties and yet goes into great detail as to 
the facilities included within “water 
supply,” a court would probably find it 
impossible to allow the issuance of rev- 
enue bonds to finance municipal elec- 
tric plants. And this, despite the fact 
that the 1934 Municipal Utility Act 
authorized the “issuance of bonds” in 
the same manner as is prescribed for 
any “permanent improvement.” 

What adds to the confusion is the 
fact that in the previous year New 
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York took a liberal stand in favor of 
the municipalities in allowing them to 
construct electric power plants even in 
competition with existing private 
plants without obtaining a certificate 
of convenience and necessity and with- 
out being compelled to purchase exist- 
ing facilities. Actually, of course, any 
liberality this statute seemed to ex- 
tend to municipal power plants was can- 
celed out by the New York legislature 
when it refused to extend to munici- 
palities the right to issue revenue bonds 
as an effective method of financing 
such projects. 


Ww has been said so far applies 
to all municipalities. The real 
joker in the 1934 statute lies in its ap- 
plication to New York cities. The city 
of New York discovered this in 1935 
when it tried to establish a public 
power project. The court of appeals 
held’ that the city of New York could 
not issue revenue bonds under the 1934 
statute because all cities in New York 
are, by virtue of the 1933 Amendment 
to the General City Law, § 20, subdiv. 
5, declared to have “no power to issue 
obligations to which it has not pledged 
its faith and credit for payment of 
principal and interest thereof.” 

The recent experience of the city of 
Plattsburg demonstrates the difficulty 
facing a New York municipality which 
tries to issue general obligations. In 
1936, Plattsburg decided to build its 
own plant and secured the promise of a 
Federal grant of $234,000 from the 
PWA, this being 45 per cent of the 
estimated cost of $520,000. For four 
years the city was effectively enjoined 
from going ahead with its plans by a 


5 Tierney v. Cohen (1935) 268 NY 464, 198 
NE 225. 
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Confusion over Municipal Plant Law 


wae Epon legal conditions governing municipal power plants are, in 

general, stacked up in a helter-skelter arrangement. Piecemeal 

legislation has been the order of the day, for the most part, and it is 

hardly any wonder results have been so unsatisfactory. Legislation which 

appears, on the surface, to be of great assistance to municipal power 

plants, may, upon a more careful examination, be found to be nullified 
by older, unrepealed statutes.” 


‘ 





series of injunctions which were ob- 
tained by the New York Electric & 
Gas Company. 

Had the city of Plattsburg been able 
to finance its proposed plant by revenue 
bonds instead of by general obligations, 
this long delay and added expense 
could have been avoided. But more 
significant than this, perhaps, is the 
fact that unless the Federal government 
had agreed to subsidize 45 per cent of 
the cost, the city could not have seri- 
ously contemplated erecting its own 
electric plant due to the constitutional 
debt limitations in force in New 
York. 

In addition to the above a discrim- 
ination against municipal electric utili- 
ties exists in the New York Constitu- 
tion which excludes, in ascertaining 
municipal debt limitations, the indebt- 
edness contracted to supply water but 
does not exclude the indebtedness in- 
curred in supplying municipal electric 
power. 
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rs on the extraterritorial 
expansion of municipal plants and 
the sale of power to nonresidents are 
found in a number of states. The sit- 
uation varies sharply in the different 
jurisdictions. In Georgia, for instance, 
a municipal utility cannot serve non- 
residents. In Florida and Mississippi, 
there are apparently no restrictions 
on the sale of power outside the 
municipality. 

In Missouri and Kentucky the mu- 
nicipal plant cannot extend its lines be- 
yond the corporate limits, and in a 
number of other states, including Min- 
nesota, South Dakota, and Nebraska, 
statutes set a limit beyond which mu- 
nicipal electric lines cannot be built. 
Statutes in such states as Idaho and 
North Dakota limit the amount of 
power which can be sold outside the 
municipal boundaries to the surplus 
produced, while constitutional provi- 
sions in some states, such as Ohio and 
Michigan, restrict the sale to nonresi- 
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dents to a certain percentage of that 
furnished within the corporate limits. 

In addition to these restrictions, mu- 
nicipalities in 18 states must first se- 
cure a certificate of convenience and 
necessity before they can render extra- 
mural services. 

An obstacle to the improvement of 
the load factor and sale of municipal 
power is revealed in a recent Massa- 
chusetts case which held that a mu- 
nicipality, authorized by statute to es- 
tablish and operate an electric light 
plant, did not have the right to sell 
electric appliances nor to render free 
installation and repair work for the 
consumers using electric current sup- 
plied by the public plant.® 


HE legal conditions governing 
municipal power plants are, in 
general, stacked up in a helter-skelter 
arrangement. Piecemeal legislation 
has been the order of the day, for the 
most part, and it is hardly any wonder 
results have been so unsatisfactory. 
Legislation which appears, on the 
surface, to be of great assistance to mu- 
nicipal power plants may, upon a more 
careful examination, be found to be 
nullified by older, unrepealed statutes. 
This is demonstrated in New York, 
where the liberal powers extended to 
municipalities in 1934 to enable them 
to acquire or establish their own 
power systems are almost completely 
stymied by the unrepealed amendment 
of § 20 of the General City Law, and 
by the obvious omission of municipal 
power plants from the Revenue Bond 
Act of 1935. 
Another striking anomaly is found 
in the different treatment accorded the 


8 MacRae v. Concord (1937) 296 Mass 394, 
6 NE(2d) 366. 
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financing of water supply systems and 
electric power facilities. In New York, 
for example, the Constitution excludes 
the expenditures for water supply from 
the 10 per cent debt limitations but 
fails to extend the same benefit to ex- 
penditures made for public electric 
power. This discrimination is con- 
tinued despite the fact that electricity 
and water are everyday necessities, the 
financing of which is generally too 
costly to come within the usual organic 
debt limitations. 


| dati each of the major legal ob- 
YY stacles discussed in the preceding 
pages is generally, in and of itself, suf- 
ficient to prevent or seriously handicap 
municipal ownership, the barrier is 
made more insurmountable by the 
pyramiding of one restraint upon an- 
other, a situation which is frequently 
found in many jurisdictions. 
Members of state legislatures are not 
generally qualified to balance justly the 
conflicting and complex demands of 
municipalities and private companies 
without expert, outside assistance. 
Among reforms in this line which 
should be considered are: 
1. Repeal of compulsory purchase 
statutes and statutes requiring munici- 


palities to secure certificates of con- 
venience and necessity. 

2. Enactment of revenue bond stat- 
utes for financing municipal electric 
utilities in the 24 states which now do 
not have such statutes; revamping of 
organic debt limitations. 

3. Enlarging extramural and intra- 
mural powers of municipal plants. 

4. A reéxamination of the indeter- 
minate permit set-up in an effort to 
see if such statutes should be repealed 
in toto or modified so as only to pro- 
tect the legitimate actual investment of 
private capital. 
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Aspirin for Atomic Headaches 


In the opinion of the author, public utility investors 
have no reason to worry about uranium isotope 


(U-235) 
By ALOIS MAERZ 


' ) ] HEN man moves on the face of 
the earth, he does so by labori- 
ously shifting his legs one 
after the other. His expenditure of en- 
ergy is high; his speed is painfully 
slow. It is the price he paid when, in 
the dawn of intelligence, he rose on 
his hind legs and scanned the heavens. 
So he seeks to compensate in dreams 
of unlimited energy ; and in the nobility 
of his intellectual birthright he has 
never ceased, at any cost, in his quest 
for greater power. 

Civilization is the record of an ever- 
increasing command of energy. Man 
has reached today the Age of Gasoline 
and remarkable indeed is the power 
which it produces. But when he travels, 
on land, through the air, or in the 


water, he must carry his supply with . 


him and suffer the limitations which 
this necessitates. What is the next stage 
to be ? Someone conceived the idea that 
within the atom resides a source of un- 
limited energy, a possibility which re- 
moves all bounds from the imagination. 
NOV. 6, 1941 
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Early in 1940, it was reported that 
a uranium isotope, called U-235, had 
been discovered. Excitement ran high 
in the scientific field, for it seemed that 
here physics had at length reached the 
threshold of a new world of power; 
that the gate stood even ajar. However 
—fascinating as the idea of atomic en- 
ergy appears—it soon began to be felt 
that there were likewise certain draw- 
backs. 

On April 18, 1940, there was held in 
Washington, D. C., the fourth round- 
table discussion sponsored by the 
Savings Bank Journal, with the topic 
“Exploring the Public Utility Out- 
look,” attended by United States Sen- 
ators and leading industrial and finan- 
cial executives. 

On the agenda appeared the follow- 
ing question: 

“If the recent discovery of a means 
of releasing atomic energy is eventual- 
ly applied to power production, how 
will the private utility industry be af- 
fected ?” 
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oHN J. O’Neill, science editor of the 
New York Herald Tribune, was 
invited to supply the answer to this 
question and the paper which he read 
in doing so was printed in the Savings 
Bank Journal of May, 1940. An edi- 
torial introduction to Mr. O’Neill’s ar- 
ticle stated that his answer to the ques- 
tion had “aroused great interest and 
speculation,” and went on to say: 
Splitting the Uranium 235 atom .. . opens 
up an entirely new world of power possibili- 
ties which, within a comparatively few years, 
will be ready for wide application to present 
methods of production, replacing existing 
units of power energy, and bringing about 
fundamental changes so drastic and startling 
as to profoundly affect the economic founda- 
tions of industries and governments. 

Mr. O’Neill explained, in discussing 
the implications of atomic energy, that 
not only would the coal and oil indus- 
tries be wiped out, but that even the 
railroads would be severely affected, 
since they now depend on coal for one- 
third of their revenue freight. And far 
beyond this would reach the conse- 
quences of the new discovery, for “if 
a process could be developed to operate 
as a chain reaction so that it would be- 
come self-perpetuating, a means would 
then be available for generating elec- 
tricity without the use of rotating 
machinery, steam turbines, or boilers.” 
Hence the industries supplying such 
machinery would also be wiped out. 
“The public utilities,” said Mr. O'Neill, 
“therefore, face a situation which is 
of far greater magnitude than that 
which is involved in consideration of 
the Uranium atomic power process.” 


B” the implications of atomic en- 
ergy go further than this, for the 
public utilities. They are indeed con- 
cerned for their very lives. It is not 
merely a matter of a new and cheaper 
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source of power at the generating sta- 
tions, the distribution remaining un- 
affected. It must be remembered that 
we are here dealing with totally new 
conceptions, which have no relation to 
all other forms of energy. It does not 
follow of necessity that the old familiar 
forms of energy would be needed, or 
the existing organizations for distri- 
bution. The possibilities must be faced. 
There exists the almost certain proba- 
bility of the development of an insig- 
nificant little device which would pro- 
duce, in the home or in the factory, all 
the power required for any purpose 
whatever. 

The public utility industries, with 
the possible exception of the telephone, 
would be wiped out. 

Nor is this all. In The Saturday 
Evening Post of September 7, 1940, 
there appeared an article by William 
L. Laurence, entitled “The Atom 
Gives Up,” in which the magnitude of 
this new energy was graphically por- 
trayed. It was stated therein that one 
pound of U-235 would have the explo- 
sive power of 15,000 tons of TNT. 
What this means may perhaps be bet- 
ter realized by imagining a train of 300 
cars, each car holding 50 tons of 
TNT. Against that, set a handful of 
U-235. 

Further illustrations of the energy 
supposed to reside within the atom 
were given as follows: 


A breath of air would operate a 
powerful airplane continuously for a 
year; a handful of snow would heat a 
large apartment house for a year; the 
pasteboard in a small railroad ticket 
would run a heavy passenger train 
several times around the globe; a cup 
of water would supply the power of a 
great generating station of 100,000- 
kilowatt capacity for a year. 
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HEN the news about U-235 ap- 

peared, the physicists of the 
world began a breathless struggle to 
find commercially practical methods of 
obtaining U-235 in quantity. Laurence 
said in his article: 


The prize at the end of the rainbow was 
itself great enough to start a friendly scien- 
tific race among America’s leading university 
and industrial laboratories. But this friendly 
race, usual among scientists as among the 
rest of mankind, assumed an ominous aspect 
as the tentacles of the swastika cast a shadow 
on the tranquil walls of our laboratories. For 
here again it was realized that, with all their 
superior equipment and ingenuity, the Amer- 
ican scientists, because of the very limited 
funds available for research, were at a con- 
siderable disadvantage in working against 
scientists of totalitarian Germany, who had 
practically unlimited resources at their dis- 
posal. What if the Germans succeeded in at- 
taining their goal? A few hundred pounds of 
U-235, even in concentration of only 10 to 50 
per cent purity, according to calculations, 
would place in German hands potentially the 
most powerful fuel ever dreamed of. 


Still we have not reached the full 
implications of atomic energy. There 


exists the possibilty of an automatic 
chain-letter action, which once started 
might resist man’s futile effort to stop 
it. A professor of physics, in discuss- 
ing the matter, said that, assuming the 
energy could be converted, the locality 
and process of conversion would have 
to be very remote because of the high 
voltages handled ; it would be necessary 
to build a vast insulating wall in some 
remote place like Labrador, and trans- 
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mit the energy at higher voltages than 
are now known to existing distribution 
systems in the populated centers. But 
if a vast insulating wall were necessary, 
what assurance is there that any insu- 
lating wall, however vast, could be 
built by man that would be able to re- 
sist such a power ? Any such wall, how- 
ever vast, would itself be converted into 
atomic energy if once attacked. 


HERE are but two alternatives. 

Either atomic energy is uncon- 
trollable, in which case the earth and 
everything on it might be wiped out. 
Or it is controllable, in which case the 
public utility industry, among others, 
will be wiped out—for all a man would 
have to do would be to toss a burnt 
match-stick into a little box, probably 
something like a radio set, to provide 
enough energy to light, heat, refriger- 
ate, air condition, and service his 
house for a month; or run his factory 
for a similar period. For if a physicist 
could crack the nucleus of a U-235 
atom and extract its energy, it would 
not be long before he had learned how 
to crack the nucleus of the carbon and 
other atoms. 

To be sure, atomic energy is not, at 
this moment, ready for industrial ap- 
plication. It is still in the laboratory 
stage of research. But science has made 


“THERE are but two alternatives. Either atomic energy ts 
uncontrollable, in which case the earth and everything on it 
might be wiped out. Or it is controllable, in which case the 
public utility industry, among others, will be wiped out— 
for all a man would have to do would be to toss a burnt 
match-stick into a little box, probably something like a radio 
set, to provide enough energy to light, heat, refrigerate, air 
condition, and service his house for a month; or run his fac- 


tory fora similar period.” 
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its announcements about atomic energy 
in so confident a tone as to leave no 
doubt that it considers atomic energy 
already in hand, needing only neces- 
sary technical and engineering develop- 
ment to make it available. The inter- 
vening period of time, long or short 
as it may be, is of no significance and 
does not lessen or remove the potential 
evils mentioned. 

Nor is the time lag factor, usually to 
be expected in industrial progress, of 
significance. As an authority in the 
utility field said to me: 


Industrial history is replete with somewhat 
anachronistic paradoxes, such as the old 
illuminating gas mantle which was discov- 
ered by Carl von Welsbach some seven years 
after Edison discovered the principle of the 
incandescent electric bulb. Because of the 
obvious superiority and convenience of elec- 
trical illumination, both gas and electric utili- 
ty men realized ‘that the gas mantle was 
doomed to eventual extinction before it was 
even born. Yet, because gas mains were al- 
ready in place, while the electric industry was 
still in the primitive state in the gay nine- 
ties, the gas mantle was promoted, reached a 
peak, and quietly declined, as was foreseen, 
during the second decade of the twentieth 
century. It provided better illumination for 
a generation which otherwise would have 
had to squint under open flame burners or 
kerosene lamps; and hence was temporarily 
a social benefit as well as being commercially 
profitable. In the same way, even with such 
a new and drastic source of energy as con- 
version of Uranium-235, there might be a 
time lag which would minimize the impact 
of industrial realignment. 


, 2 two cases, however, are quite 


different. Atomic energy is a 
phenomenon unique in human thought. 
The magnitudes involved are beyond 
imagination; they are bewildering, 
even appalling. Atomic energy means a 
complete—and an abrupt—change of 
civilization. The conservatism of the 
human race—necessary for its preser- 
vation and implanted therefore by Na- 
ture—inhibits the mind in any attempt 
to visualize such a future. Of one thing 
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we may be sure. A civilization predi- 
cated upon atomic energy will be quite 
different from anything we are now 
able to conceive of. 

No preparation can be made that 
would ease civilization from the old 
stage into the new. People in general, 
including the physicists, do not realize 
what atomic energy means—an energy 
millions of times greater than any we 
now know and use. A single individual 
with a grievance could destroy a na- 
tion. 

Let even a small company start 
manufacturing individual household 
and factory units for the production 
of atomic power—and the whole vast 
structure of the public utility industries 
is doomed. 

However, the special purpose of this 
communication is not concerned with 
these aspects of the situation, ominous 
indeed as they are. Grant that they lie 
in the future, soon though it may be, 
and that ostrich-like we may leave for 
the future the evils it may bring. There 
is another, and an immediate, danger 
—a very real one—and it is this which 
I seek to prevent. 

Widespread and sensational public- 
ity is being given to this discovery 
leading to atomic energy. So far as the 
general public is concerned, it appears 
that science has no doubts about this 
new source of power; it appears to be 
merely a matter of time when it will 
be made available; and the high speed 
with which science progresses today is 
common knowledge. With all the in- 
tensive work being done on the sub- 
ject in every physical laboratory in the 
world, we may expect to hear at any 
moment that some physicist has found 
a method of releasing atomic energy, 
in quantity and cheaply. 
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Change of Civilization 


¢¢ Atomic energy is a phenomenon unique in 
human thought. The magnitudes in- 





volved are beyond imagination; they are be- 
wildering, even appalling. Atomic energy means 
a complete—and an abrupt—change of civiliza- 


tion. The conservatism of the human race— 
necessary for its preservation and implanted 
therefore by Nature—inhibits the mind in any 
attempt to visualize such a future.” 





_— then would happen to the 
values of coal, oil, railroad, and 
the various utility stocks ? It would be- 
hoove any stockholder to get out from 
under as quickly as possible—if he even 
could. The stock markets would see a 
crash unparalleled in history. Heavy 
institutional investors in utility secu- 
rities would be in a different position. 
It can hardly be doubted that many 
stockholders, and executives, of such 
companies are already suffering with 
severe headaches. They have reason to. 
And headaches of that kind have an un- 
fortunate habit of spreading rapidly. 
To be sure, the average citizen does 
find it somewhat difficult to compre- 
hend how the pasteboard in a small 
railroad ticket could contain the power 
necessary to run a heavy train several 
times around the globe. His common 
sense rebels. But his neighbor says: 
“Look at radium, X-rays, airplanes, 
submarines, radio, television; nothing 
is impossible today!” He himself can 
find no answer to that. But if he owns 
securities in a coal or utility company, it 
is likely that he, as well as the financial 
and industrial executives, will be glad 
to know that there is an answer, and 
what it is. No one enjoys a headache, 
especially an unnecessary one. 
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So let us look into this matter of 
atomic energy a bit. It is mere academic 
snobbishness to insist that the general 
public is not interested in such things 
and is incapable of understanding 
them. During the past decade or two 
the science of physics has gone decided- 
ly high-hat. The public has been hyp- 
notized into an inferiority complex 
with regard to the things of modern 
physics by being constantly told that 
it is quite unable to understand this re- 
mote branch of science. And so have 
many physicists; there are plenty of 
them who disclaim any ability to com- 
prehend the theory of Relativity and 
back away from it whenever it is men- 
tioned. You see it used to be said that 
there were only twelve mathematicians 
in the world who could understand it. 


uT physics, in reality, is different 
from the other sciences. Chemis- 

try, for example, deals with reactions 
that are not immediately apparent and 
requires the memorizing of a host of 
highly technical facts. Physics deals in 
general with the small-scale, ordinary 
phenomena of the world and certainly, 
in its elements, is nothing but the com- 
mon-sense observations of things 
which require nothing but common 
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sense for their explanations. However, 
common sense is today in bad repute; 
it is too, too mid-Victorian. 

Moreover, the general public is by 
no means the moron public which it is 
too often held to be by a cheap and 
easy insolence in some quarters. The 
level of intelligence in the United 
States is today very high. Certainly, 
anyone connected with the public utility 
field is not only vitally interested in this 
matter, but of necessity may be pre- 
sumed to possess a pretty fair grade of 
intelligence. It is not a field in which 
dumb-bells work. 

As a matter of fact, the technicali- 
ties of physics do not enter at all. The 
only thing that enters is clear reasoning 
and common sense. A handful of snow 
heat a large building for a year? 
Only an inferiority complex could ac- 
cept that. There must be a joker some- 
where. There is. 

The joker is the theory of relativity. 
The reports about atomic energy make 
it appear that this new energy rests 
upon a secure basis of experiment. It 
is rarely emphasized that the real basis 
for the belief that such an atomic en- 
ergy can exist is the theory of relativ- 
ity. But the true fact is that the whole 
thing depends entirely upon relativity. 


ib comes about in this way: Accord- 
ing to current notions in physics, 
the nuclei of atoms are made up of 
varying numbers of the fundamental 
building block called the Proton. But 
the mass of a nucleus is never an exact 
multiple of the mass of the proton, 
but always a little less. In other words, 
when in combination, a quantity of 
mass appears to have vanished. Here 
the relativists stepped in and took 
charge of things, for the theory of 
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relativity says that mass is energy. 
Thus, that vanished mass changed into 
energy and lies hidden in the nucleus. 
All you have to do is to track down, 
trap, and extract that energy. But just 
why, in such a case, the energy does not 
change back into an atomically minute 
particle of mass, the relativists do not 
tell you. 

But why should mass be energy? 
The answer is fantastically incredible. 
According to relativity, quantities of 
mass are not absolute but depend upon 
the relative motion of the system from 
which they are measured. For example, 
if a stationary body sends off radiation 
toward a moving system, then the 
kinetic energy of the body, as measured 
from the moving system, is less than 
it is as measured from the stationary 
body itself. The two measurements are 
not absolute, but are purely relative, 
and are valid only for the systems 
from which they are made. But from 
this, Einstein drew the immediate con- 
clusion that “If a body gives off the 
energy L in the form of radiation, its 
mass is diminished by L/c®’ (c is the 
usual symbol for the velocity of light). 
In other words, Einstein here forgets 
the essential requirement of relativity 
and gives to the measurement an abso- 
lute sense. This is the sole basis for the 
statement that mass is energy. It is, I 
say, incredible that sober science 
should accept such reasoning, but there 
it is. 


KX for the theory of relativity, if one 
will but forget scientific inferior- 
ity complex, and read the theory of 
relativity for what it is, without trying 
to find hidden mysteries in it, he will 
see that, far from being the profound 
and remotely abstract mathematical 
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creation which it is held up to be, it is 
merely a description of the old Michel- 
son-Morley experiment rewritten in 
terms of analytic geometry. 

And the Michelson-Morley experi- 
ment, with its famous—or infamous 
—negative result, is only a pretty bad 
piece of simple ray-tracing. At least 
that is the way I feel about it. 

Because Einstein’s theory, however, 
is predicated upon it, this fundamental 
experiment has been frequently re- 
peated, with a number of variations, 
and often with rather complicated ap- 
paratus. Essentially, however, the 
Michelson-Morley experiment is “all 
done with mirrors,” as they say about 
stage magic. In simple language, this 
is how it works: The experimenter 
causes one shaft of light to be sent 
along a path at right angles from an- 
other shaft of light. By the use of “end 
mirrors” equidistant from the source, 
both beams are then given a return 
trip to the central point of observation. 
Here the elapsed time, so to speak, 
which the respective light beams took, 
can be observed through the action of 
the rays or “interference fringe” on the 
central observation point. Or, to put it 
more accurately, any difference in the 
velocity of the respective light beams 
can be thus demonstrated. 


HAT’S the set-up. Now, here’s the 

idea of the whole business: As- 
suming that ether, through which the 
light travels, is a fixed medium (obey- 
ing the laws of any wave-carrying 
medium), then the time of passage of 
the light should be greater for that 
beam which was directed along the 
path of the earth’s motion than for the 
other beam which was directed along 
a path at right angles to the direction of 
NOV. 6, 1941 


the earth’s motion (thereby escaping 
any effect of the time factor caused by 
the earth’s motion). That’s a long sen- 
tence, but pick it apart and it opens up 
easily enough. 

Anyhow, that is what Michelson- 
Morley set out to prove. But what ac- 
tually happened was that they failed 
completely to detect any influence of 
the earth’s motion upon the velocity of 
light. This led to an elaborate rational- 
ization by Einstein, who concluded 
that there was no such thing as an elas- 
tic space or medium absolutely at rest, 
whereby one could measure velocity at 
all. Velocity would, therefore, entirely 
depend on the relative position of the 
observer. This would wipe out all such 
concepts as absolute time, and so forth. 

But notwithstanding some accept- 
ance by the scientific fraternity on the 
basis of alleged testimony of various 
physical phenomenon, I hold that the 
Einstein concept is founded upon fun- 
damental error. Going back to Michel- 
son-Morley, if the paths of the rays in 
that experiment had been correctly 
traced, they would not have expected 
any lateral shift of the “interference 
fringe.” There is a shift in the direc- 
tion of sight so that the fringes must 
always appear to remain motionless. 


- would follow from this that the 
theory of relativity in whole or in 
part is a description of a scientific mis- 
take and it has led the noble science 
of physics into a morass of comic sup- 
plement metaphysics. Philosophy, tak- 
ing over its lead from science, will also 
have to be reformulated because mod- 
ern philosophers have seized upon the 
theory of relativity as a gift from 
heaven. 

And so after considerable time and 
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money have been spent in trying to 
capture the elusive atomic energy and 
put it to work on the new Utopia, it 
will have to be conceded some future 
day that uranium is just so much more 
stuff. 

If this fallacy were appreciated from 
the beginning, there would not be any 
headache on the part of those who are 


heavily invested in utilities or charged 
with the responsibility of present in- 
dustrial organization. The nightmare 
of atomic energy will be changed into 
a harmless nonentity which fades 
away at the first touch of reason but 
leaves behind, unfortunately, a sort of 
Cheshire cat’s grin at the expense of 
the physicists. 





Want a Product of War 
CC’ j SHE last World War cost us forty billions in debt and 


taxes in three years. Since then we have paid another 
forty billions in interest and in support of its disabled, its 
widows, orphans, and veterans. We may assume one-third of 
our people are today underhoused, underfed, underclothed, and 
undereducated. 

“And the last war was largely the cause of that poverty. 
These people have no freedom from want. But had we used 
those eighty billions for them instead of war we could have 
given every family of them a modern 5-room house as a gift 
with all the gadgets. We could have given every person of them 
as a gift a whole outfit of new clothes once every year since that 
war. We could have given every family of them as a gift seven 
pounds of meat and seven pounds of bread every week ever 
since that war. We could have wiped out the one-room school- 
houses. We could have built a modern clinic in every backward 
county. And we would still have money left. 

“Freedom from want comes alone from keeping out of war. 
Underfed, underhoused, underclothed, undereducated people 
are the inevitable product of war.” 

—HERBERT Hoover, 
Former President of the United States. 
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Wire and Wireless 
Communication 


HE United States Independent 

Telephone Association held its an- 
nual convention at the Stevens hotel in 
Chicago from October 14th to 17th. At 
the opening meeting the retiring presi- 
dent, Carl D. Brorein of Florida, and 
Louis Pitcher of Chicago, executive vice 
president, reviewed activities of the as- 
sociation during the past year. These ac- 
tivities included attempts to obtain bet- 
ter priority treatment from the Office of 
Production Management for the inde- 
pendent telephone companies, a success- 
ful eleventh hour drive to cut the pro- 
posed 10 per cent tax on telephone bills 
to 6 per cent, as finally enacted by Con- 
gress, and secure favorable interpreta- 
tions of the wage-hour law. 
* The association’s Washington repre- 
sentative, Clyde S. Bailey, took up in 
more detail activities of the association’s 
Washington office at the afternoon ses- 
sion on October 15th. John H. Agee of 
Lincoln, Nebraska, reported for the as- 
sociation’s wage and hour committee. 
Edwin M. Biakeslee of Wisconsin re- 
ported for the toll compensation com- 
mittee. Lieutenant Colonel William C. 
Henry of the Signal Corps and formerly 
manager of the Northern Ohio Tele- 
phone Company, Bellevue, Ohio, gave a 
talk on contacts between the industry 
and the Army. 

Also at this session was a general dis- 
cussion of the new Federal telephone 
taxes, 

Technical divisions on accounting, 
commerce, plant, and traffic held sepa- 
rate conferences on the morning of Octo- 
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ber 16th. In the afternoon of the same 
day there was some general discussion 
on foreign policy by Carroll Binder, for- 
eign news editor of the Chicago Daily 
News, and a talk on Americanism by 
Stanley W. Foran of Dallas, Texas. 
On the morning of October 17th, E. C. 
Blomeyer of Chicago gave a special re- 
port on the work of the association’s na- 
tional defense committee, dealing especi- 
ally with the priority situation. At the 
same session Francis X. Welch, associ- 
ate editor of Pustic Urivities Fort- 
NIGHTLY, discussed the changing general 
policies of the Office of Production Man- 
agement with respect to priority adminis- 
tration. Lieutenant Colonel John C. 


Grable of the Signal Corps, Washing- 


ton, D. C., concluded the program with 
a talk on operating telephone problems 
during military emergency conditions. 


HE United States Independent 

Telephone Association at its final 
session decided to lay the plight of the 
civilian communications systems before 
the Office of Production Management in 
Washington and to emphasize the need 
for a high priorities rating to meet nor- 
mal expansion and maintenance needs. 
The meeting of the priorities committee 
was conducted by R. A. Phillips, chair- 
man and new president of the associa- 
tion. He stated: 


The scarcity of equipment of all kinds 
has come upon the industry almost over- 
night. Two companies that I know of have 
been faced with extended delays on delivery 
of long-needed switchboard equipment. 
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In some of the defense boom towns this 
lack of new facilities is so acute that sub- 
scribers are being asked to regrade their 
services. In Santa Monica, California, for 
example, where airplane construction is ex- 
panding rapidly, subscribers on single-party 
lines are being urged to take a cheaper 4- 
party service. That’s something I never ex- 
pected to see in the telephone industry. 


* * * 


SPECIAL committee appointed by the 

National Association of Railroad 
and Utilities Commissioners to cooper- 
ate with the Federal Communications 
Commission in telephone studies met 
with the FCC on October 15th. The con- 
ference considered the resolution of- 
fered to the recent convention of the 
NARUC in St. Paul by Commissioner 
Beamish of Pennsylvania calling for 
special cut rates for long-distance tele- 
phone calls by soldiers during off-peak 
hours. This so-called Beamish resolu- 
tion had been referred to the committee 
for study and conference with the FCC. 
The conference decided that no action on 
the resolution should be taken at this 
time. 

The principal reason for the decision 
of the conference to defer action ap- 
peared to be a letter from the Secretary 
of War to the secretary of the NARUC 
which stated in part: 

The plan presented . . . in the resolution 
. has been referred to the Defense Com- 
munications Board and it has decided that it 

would not be practicable to adopt such a 

plan at this time. 

The conference included President 
James of the NARUC (Missouri) and 
Past President Wolfe (South Caro- 
lina) ; Commissioners Nixon (Wiscon- 
sin), Murphy (South Dakota), Jourol- 
mon (Tennessee), Beamish (Pennsyl- 
vania), Hamley (Washington) ; the gen- 
eral solicitor, John E. Benton; and the 
association’s secretary, Ben Smart. 


* *K *K * 


B ie League for Industrial Democ- 
racy of New York city has recently 
issued one of its periodical pamphlets 
purporting to be a study in political 
economy. The latest release, entitled 
“What Price Telephones?” is by Nor- 
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man Perelman and amounts to a plea 
that the government take over the tele- 
phone industry. The 40-page booklet 
leans heavily for its material upon a 1939 
book written by N. R. Danielian 
(“AT&T, The Story of Industrial Con- 
quest”) which was a resumé of the FCC 
special telephone investigation. The 
Danielian volume is cited approximately 
fifty times. 

Mr. Perelman concedes that the pub- 
lic right now might not be very enthusi- 
astic about government ownership in the 
public utility industry but suggests ac- 
tive agitation to stir up sentiment in that 
respect. He states: 


The present condition of public opinion 
should also be discussed here. There can be 
no denying the fact that the great majority 
of our people are not now actively clamor- 
ing for government ownership of the tele- 
phone system. But there is no reason why 
this condition need continue to exist. At one 
time there was little, if any, demand for old- 
age pensions, social security, compulsory 
free education, or innumerable other things 
which have since become law. AT&T spends 
millions of dollars a year because it realizes 
that public opinion is created largely by edu- 
cation. Obviously, advocates of government 
ownership cannot match the resources of 
the Bell system, but we can make up in 
energy a good part of what is lacking in 
money. 

Therefore, we must take an active part in 
striving for effective regulation. From the 
struggles and public discussions that will 
ensue, the people will secure a better under- 
standing of the industry and be able truly 
to evaluate the Bell system and the problems 
and possibilities of regulation. After they 
realize that regulation cannot provide the 
answer the time will be ripe for government 
ownership. 


Citing the advantage of government 
ownership of the telephone industry, Mr. 
Perelman concludes: 

Due to the elasticity of telephone demand, 
lower rates would result in wider telephone 


use, thus raising the general standard of 
living. This could be accomplished in yet 


another way. At present many areas of the 
country have hardly any telephone service 
because it is not profitable for the com- 
panies to provide it. If the government 
were running the enterprise, such districts 
should be supplied with telephone service. 
Any deficits arising could be made up by 
the telephone business as a whole. Finally, 
the system’s tremendous research facilities 
would be used with a view towards bene- 
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fiting the people, not towards insuring mo- 
nopoly control as at present. 


The League for Industrial Democ- 
racy, which sponsored and circulated the 
Perelman series, has generally supported 
socialistic programs. The league oper- 
ates under the executive directorship of 
Harry W. Laidler. 


* * *K * 


OHN J. Moran, president of the 

Federation of Long-Lines Telephone 
Workers, recently announced that ap- 
proximately 16,000 union members em- 
ployed by the American Telephone and 
Telegraph Company were taking a strike 
vote after they had failed to gain wage 
increases of from $2-$21 weekly in 
southern and western states and in- 
creases of from $2-$6 in the remaining 
states. The employees are paid from $40 
to $66 weekly now, he said. Arbitration 
by the United States Conciliation Service 
was expected at this writing. 


*x* * *K * 


SECOND jurisdictional dispute at the 
$35,000,000 Weldon Spring TNT 


plant near St. Louis, Missouri, this one 
between the AFL Electrical Workers’ 
Union, Local 1, and an independent 
union of telephone company employees, 
recently halted work on the installation 
of the plant’s permanent telephone sys- 
tem for two weeks. 

L. Z. Dolan, assisting works manager 
for the construction contractor, said the 
delay in completing telephone installa- 
tions was hindering completion of the 
plant seriously. Radio-equipped automo- 
biles were being used in relaying mes- 
sages in some parts of the plant area, he 
said. 

Telephone company employees, mem- 
bers of the Southwestern Telephone 
Workers’ Union, had started the work 
when the electricians claimed the right 
to install wires and conduits, leaving the 
actual connections to the telephone em- 
ployees. Rather than precipitate a 
serious dispute, a representative of the 
telephone company said, work was halted 
until a settlement could be negotiated. 

For a number of years, both unions 


admitted, electricians have done the type 
of work in dispute under an oral agree- 
ment with the telephone company cover- 
ing the St. Louis metropolitan area. The 
point at issue was whether the Weldon 
Spring plant, in St. Charles county, can 
be considered part of the metropolitan 
area, 

Unsuccessful attempts to reach a set- 
tlement have been made in meetings in 
both St. Louis and Washington, at- 
tended by representatives of both unions, 
the telephone. company, the Office of 
Production Management, and the Army. 


* * * * 


HE National Labor Relations 

Board regional office in Seattle, 
Washington, last month announced em- 
ployees of Western Union in nine cities 
in Washington state had chosen the 
Commercial Telegraphers’ Union, affili- 
ated with the American Federation of 
Labor, as their collective bargaining 
agency. The NLRB supervised the elec- 
tion, in which employees voted “yes” or 
“no” on choice of the AFL union. No 
other organization was on the ballot. 


* * * * 


pen Southern Bell Telephone Com- 
pany contended last month that its 
present rates were too low to permit the 
company to “earn a fair return upon the 
fair value of its properties.” The state- 
ment came in an answer to an order from 
the Tennessee Railroad and Public Utili- 
ties Commission to show cause why the 
intrastate long-distance tolls should not 
be reduced to conform with interstate 
rates. 

The company further asserted that if 
the commission ordered a reduction in 
intrastate tolls, it must raise exchange 
and other rates charged by the company 
to offset losses which would result from 
the reduced rates. The company’s an- 
swer said that present rates were “inade- 
quate, insufficient, unjust, unreasonable, 
and confiscatory,” and added its tolls for 
intrastate and interstate calls up to 42 
miles were identical and that these con- 
stituted 67 per cent of the company’s in- 
trastate toll traffic. 
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WIRE AND WIRELESS COMMUNICATION 


In a separate petition the company 
asked for eight months in which to pre- 
pare testimony on the commission’s 
show cause order. In its cause order, the 
commission declared that in some cases 
intrastate calls were considerably more 
expensive than calls of the same distance 
between a point in the state and a point 
outside the state. 

The company already has agreed to 
climinate a 10-cent service charge on 
calls within the state. 


* * *K * 


or all practical purposes the “modi- 

fied” rules issued on October 11th by 
the Federal Communications Commis- 
sion are just as dangerous to broadcast- 
ing as the original regulations promul- 
gated in May, Neville Miller, president 
of the National Association of Broad- 
casters, charged recently. Mr. Miller de- 
clared : 


As the commission minority says, these 
rules if enforced will be certain to result in 
deterioration of the present excellent public 
service programs now rendered to the na- 
tion by the radio industry. 

The commission has announced that it will 
not at this time require the National Broad- 
casting Company to dispose of one of its two 
networks and that NBC will be given six 
months’ notice if the commission changes its 
mind. Did the commission ever have the 
right to compel any broadcaster to dispose 
of his property? The law says that it has 
not. 

The commission announces that in the fu- 
ture it will grant broadcasting licenses for 
two years instead of for one year, as in the 
past. The law says that licenses may be 
granted for three years and, as the minority 
members of the commission point out, this is 
just the time to enhance radio’s service to 
the public by extending the license period to 
the legal limit of three years. 

he commission is apparently attempting 
to create the impression that it wants to aid 
the broadcasting industry and that it has 
substantially modified its original drastic 
rulings in response to widespread public de- 
mand, The fact is that these new rules are 
F ehg the same old regulations in new 

ress, 


_ Niles Trammell, president of the Na- 
tional Broadcasting Company, charac- 
terized the Federal Communications 
Commission’s latest rules governing 
broadcasting as “regulation by men and 
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not by law.” In a statement he accused 
the commission of “disrupting our oper- 
ations” and “revising the whole method 
of network broadcasting” in “these criti- 
cal days.” He asserted that the NBC 
was ready to present to the courts “the 
far-reaching questions” raised by the 
new FCC regulations. 

James Lawrence Fly, chairman of the 
FCC, stated that the controlling objec- 
tive in the amendments to the chain 
broadcasting regulations has been to 
achieve a greater measure of stability 
throughout the broadcasting industry. 

The dissenting commissioners, Case 
and Craven, said they remained con- 
vinced that “the majority of the commis- 
sion exceeds the power delegated to the 
commission in the Communications Act 
of 1934. We also are convinced that the 
aggregate effect of the proposed rules 
will not result in a broadcasting system 
more in the public interest than that of 
today. We fear that the nation’s radio 
service may be seriously impaired at a 
time when efficient service is most 
needed. Furthermore, we believe that 
the effect of the rules is certain to result 
in deterioration of the present excellent 
public service programs now rendered to 
the nation by the radio industry.” 

Senator White, Republican of Maine, 
has called on Congress to decide whether 
the FCC has exceeded its authority in 
issuing the new regulations. 


* * * X* 


N a move designed to more closely co- 

Ordinate its facilities for national de- 
fense, Niles Trammell, president of the 
National Broadcasting Company, recent- 
ly addressed a letter to the 239 stations 
in its two networks, proposing an ad- 
visory and a planning committee for each 
network. The objective is a still greater 
integrated broadcasting service, geared 
to the growing demands of the nation’s 
defense requirements and the joint prob- 
lems of network and station operation in 
the public service. Each committee would 
consist of seven members who would 
represent seven different regions into 
which the country has been segmented, 
according to the propused plans. 
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Financial News 


Excess Profits Taxes Appear 


Discriminatory 


. earnings statements this year 
are subject to considerable irregu- 
larity due to varying methods of accru- 
ing Federal taxes. Some companies be- 
gan accruing income taxes at the 30 per 
cent rate fairly early in the year, and now 
have to effect only the smaller adjust- 
ment to the finally enacted 31 per cent 
rate. An analysis of 28 large utili- 
ties (both operating and _ holding 
companies), selected from the list which 
appears occasionally in this department, 
indicated the following: Only 3 com- 
panies stated definitely that they were ac- 
cruing at the old 24 per cent rate—Peo- 
ples Gas, Pacific Gas, and American 
Telephone and Telegraph. Three com- 
panies—Detroit Edison, Federal Light & 
. Traction, and Niagara Hudson—did not 
state taxes separately in their interim re- 
ports, including them with expenses; 2 
others, Cities Service Power & Light and 
Public Service of New Jersey, included 
miscellaneous taxes with expenses, re- 
porting only the Federal separately. 

Companies which report monthly fig- 
ures have, of course, been subject to 
greater irregularities than those which 
report quarterly, Public Service of New 
Jersey being an example. Its earnings per 
share for the past twelve months have 
been reported as follows: 


Prev. 
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and 
Comment 


By OWEN ELY 


$2.53 

The deficit in June reflected a retroactive 
adjustment for an increase in the normal 
Federal income tax from 24 per cent 
to 30 per cent, and the very bad results in 
September reflected the setting up of an 
eight months’ accrual of $3,938,831 for 
Federal excess profits taxes, which was 
partially offset by a downward adjust- 
ment of $1,041,404 in the accrual for 
Federal income tax from 24 per cent 
the adjustment for the previous eight 
months, therefore, September earnings 
would have been higher by $2,889,426 
and the earnings per share for that 
month would have been about 11 cents 
compared with 14 cents last year. 

Public Service of New Jersey is one 
of the first companies to report for nine 
months, and it is quite possible that some 
other utility systems will also make star- 
tling returns. Following are the interim 
figures (000 omitted) now available for 
the principal systems in our list, where 
excess profits tax accruals have already 
been set up since June, 1940. (Some 
“current” figures reflect accruals only 
under the 1940 act.) 

Cur- 


rent Prev. 
Year Year 


Company Period 
. ended 8/31 $1,511 
. ended 6/30 919 
. ended 8/31 1,936 
. ended 6/30 464 


Corp. 6 Mos. ended 6/30 161 
Nat. Pwr. & Lt. 12 Mos. ended 8/31 508 


Public Serv. 
of N. J. 12 Mos, ended 9/30 4,422 
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United Gas 
12 Mos. ended 6/30 2,154 1,860 


12 Mos. ended 6/30 3,892 


Regarding current increases in accru- 
als for normal income taxes, these seem 
surprisingly large considering that the 
rate has increased only 29 per cent. Pos- 
sibly the answer lies in the fact that most 
companies were slower last year in be- 
ginning to accrue at the (then) new 24 
per cent rate. (The fuel increase was not 
enacted until late in the year.) 


OME companies have, of course, re- 
duced their income taxes by applying 

tax credits due to redemption premiums, 
Indianapolis Power & Light affecting 
substantial savings in this manner. Some 
other companies, such as Southern Cali- 
fornia Edison and Middle West, have 
adopted the accounting device of setting 
up a charge “in lieu of income taxes,” 
which seems more satisfactory in reports 


to stockholders which otherwise show’ 


abnormally high net income. The varia- 
tion in policy is due in some instances to 
varying state commission requirements. 

It is very fortunate for the utilities 
that their property and miscellaneous 
taxes are increasing at a much smaller 
pace than the Federal taxes. In most 
cases, and particularly for metropolitan 
companies like Consolidated Edison and 
Commonwealth Edison, the local taxes 
still bulk much larger than the Federal. 
For a few companies like Commonwealth 
& Southern the load is now about evenly 
divided ; and, in a few cases such as UGI 
and Southern California Edison, Federal 
taxes outweigh the local imposts. There 
is no general rule regarding the relative 
proportions of tax burdens. 

The principal reason for the heavy in- 
crease in accruals for excess profits taxes 
this year, compared with last year, is the 
provision in the 1941 act whereby these 
taxes are based on the earned balance 
before income taxes, rather than the bal- 
ance after deducting the income tax. 
Moreover, the maximum rate of taxa- 
tion, 60 per cent, is 10 per cent higher 
than last year. Taking an imaginary util- 
ity company with $100,000,000 capitali- 
zation (capital ratios 50 per cent debt, 25 
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per cent preferred, and 25 per cent com- 
mon), and assuming that ef per cent on 
total capital was earned in 1940, it is es- 
timated that the change in the Revenue 
Act this year (other factors remaining 
unchanged) would reduce the balance 
earned for the common stock by over 20 
per cent. 

The excess profits tax seems to bear 
down heavily on companies with rela- 
tively high debt charges, and in this re- 
spect Public Service of New Jersey 
seems somewhat vulnerable because of 
the high coupon noncallable issues which 
it has been unable to refund. It also ex- 
erts a leveling influence on earnings, the 
companies which earn a bigger percent- 
age on net property account being 
harder hit (except as they can escape by 
using the average earnings base). In this 
respect also, Public Service was affected 
since its Electric & Gas subsidiary in 
1940 earned 8.5 per cent on net plant, 
compared with 7.1 per cent for Com- 
monwealth Edison and 5.9 per cent for 
Pacific Gas. The present heavy tax in- 
creases are an important factor in cur- 
rent market reappraisal of common 
stocks of utility companies, and further 
readjustments in price probably await 
the September earnings figures—though 
many statistical departments are doubt- 
less burning the midnight “electricity” 
trying to forecast the figures. 


¥ 


Associated Gas and Electric 
Reorganization Slow 


EORGANIZATION of the billion-dollar 

Associated Gas system—third larg- 
est in the country—is progressing so 
slowly that, in the opinion of Standard 
& Poor’s service, a “period of years” 
may be required, even though the SEC 
is trying to accelerate the proceedings. 
The trustees in bankruptcy face not 
merely the ordinary holding company 
problems of integration and capital sim- 
plification, but must also unravel the 
devious maze of intersystem holdings 
built up by Howard Hopson. In addition 
to the private Hopson-Mange companies, 
the 11 registered holding companies, and 
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the several investment companies, a 
number of the 175 operating companies 
also held system securities, including 
holding company bonds. As regards 
junior security holdings in subholding 
companies, many of these will doubtless 
be “subordinated” to publicly held securi- 
ties under the Deep Rock principle ; but 
the senior securities must, in some cases, 
be moved from one company to the 
other, requiring intercompany cash pay- 
ments not practicable at present. Thus 
about half of the funded debt of NY 
PA NJ Utilities (irrespective of in- 
come bonds) is held by operating com- 
panies, principally Metropolitan Edison, 
and these bonds must be disposed of by 
the operating companies before the SEC 
will permit them refund. 
Until recently a considerable amount 
of system securities held by top holding 
companies had also been tied up as se- 
curity for tax arrears, under the compro- 
mise agreement reached with the Treas- 
ury Department sometime ago. In order 
to release these securities the trustees 
have found it necessary to put the sys- 


tem further in debt by borrowing $5,- 


000,000 on trustees’ certificates. (The 
top company had already resorted to a 
small loan to meet overhead costs.) The 
SEC gave reluctant approval and in a 
* recent opinion (see page 634) suggested 
drastic measures to bring cash into the 
AG&E Corporation treasury. 

Only a dribble of cash from the ap- 
proximately $12,000,000 system net in- 
come now reaches AG&E Corporation, 
due to dividend restrictions imposed by 
the SEC and the state commissions, the 
difficulty of financing plant expansion, 
etc. The SEC, in approving the $5,000,- 
000 loan, strongly advised property sales 
to restore cash, retire smaller top-com- 
pany obligations, and provide a cash re- 
serve for necessary system readjust- 
ments. The SEC is dubious regarding 
any near-term cash benefits obtainable 
by the top companies from sales of prop- 
erties by the two smaller subholding 
companies, Associated Electric and Gen- 
eral Gas & Electric. Hence they recom- 
mended sale of three properties held by 
NY PA NJ—New York State Electric 
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& Gas, Rochester Gas & Electric and 
Staten Island Edison. It had been gen. 
erally anticipated in the Street that the 
NY PA NJ system could remain almost 
intact, forming the major part of a new 
system. Most of its properties are located 
in the three states making up its name, 
and could be retained under the geo- 
graphical requirements of § 11. Hence 
the SEC proposal, cutting NY PA Nj 
to about 40 per cent of its present size, is 
unexpectedly drastic. 


HE SEC’s opinion, dated September 

30th, proved somewhat too pess- 
mistic in one respect. Shortly thereafter 
a court decision in a billion-dollar suit 
(subject to appeal within ninety days) 
practically cleared the way for the sale 
of South Carolina Power & Light and 
Lexington Water Power to a proposed 
power authority to be set up in that state, 
presumably with RFC aid. Close stu- 
dents of Associated Gas affairs jumped 
to the conclusion that that sale of the 
properties could be consummated within 
a few months. The preferred stocks of 
General Gas enjoyed a quick advance of 
20 points or more, on the assumption 
that the SEC would shortly approve sub- 
ordination of the large amount of these 
issues held within the system, thus per- 
mitting retirement of all General Gas 
bonds and preferred and probably leav- 
ing a few million dollars for AG & E. 

If this sale goes through without a 
hitch and the SEC is reasonably prompt 
in dealing with the General Gas recapi- 
talization program, AG & E Corporation 
might receive enough cash from this 
source to pay off the receivers’ certif- 
cates. It would still face the problem of 
retiring $6,199,770 8s of 1940 (its own 
senior issue) and $8,609,280 bonds of an 
affiliated investment trust, Utilities Em- 
ployees Securities. Liquidation of the 
latter company would release a large 
amount of system bonds for cancellation 
or sale, including both holding and oper- 
ating company issues. 

In order to take care of these two bond 
issues, and provide for other cash needs 
(paving the way for a possible pro rata 
distribution of remaining securities to 
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debenture holders) it will doubtless be 
necessary in any event to sell some of the 
best NY PA NJ companies. The trustees 
would perhaps be glad to get rid of 
Rochester Gas & Electric, over which 
they do not have any complete control, 
due to a local voting trust set up some 
years ago. The Company’s directors are 
local businessmen, and sale of the proper- 
ty to local interests would be logical. 

On a very rough estimate, sale of the 
Rochester property might be expected to 
yield about $/-$10,000,000 to NY PA 
NJ. Staten Island Edison might bring in 
the neighborhood of $6,000,000. But Dr. 
Thorpe, AG&E Corporation trustee, has 
estimated that NY PA NJ “requires a 
considerable amount of cash to be in- 
jected into it for the purpose of elimi- 
nating the cross holdings, and in the 
process leaving the cash at various points 
where refunding and _ recapitalization 
jobs should be done . . . probably some- 
where in the neighborhood of $35,000,- 
000.” Hence the sale of the big New 
York State Electric & Gas, for perhaps 
$25,000,000, also seems necessary to clear 
up the NY PA NJ picture. 


O™ inherent difficulty in making 

sales of operating properties is a 
complexity of orders and requirements 
set up by the state and Federal commis- 
sions, When an operating property is sold 
to the public, it automatically passes out 
of SEC control (except in minor degree 
under the Securities Act); and like a 
conscientious housewife, the commission 
wants to hand over each property to the 
public in good, clean condition. This 
means that where the funded debt ratio 
is over 50 per cent (which is unfortu- 
nately the case with many Associated 
subsidiaries), book adjustments must be 
made or money pumped in by the hold- 
ing company. 

Moreover, sales of hybrid properties 
are not favored. Northeastern Water & 
Electric, a subholding company system 
acquired by Associated a few years ago, 
was disposed of in June, but the sale is 
held up until Northeastern can sell its 
electric properties in Ohio. (Cash pro- 
ceeds of this sale to AG&E Corporation 
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will be small, since various preferred 
stocks of associated operating companies 
held by Northeastern must be repur- 
chased. ) 

After everything is ironed out, what 
equity will remain for holders of the 
huge amount of debentures of the two 
top companies, in the way of cash or 
securities? A number of estimates have 
appeared from time to time. Some of 
these merely take the system earning 
power of about $12,000,000, add a mil- 
lion or so for potential savings in legal 
costs and through refunding operations, 
and capitalize the total at a given number 
of times earnings. Other commentators 
point to the necessity of revising depreci- 
ation charges upwards, readjusting debt 
ratios, rebuilding surplus, etc., and 
think that many of these handicaps may 
not be cleared up—in other words, that 
a considerable amount of the system 
earnings must be “marked off,” so far as 
debenture holders are concerned. Stand- 
ard Statistics in February, 1940, esti- 
mated by two different statistical ap- 
proaches that the Corporation and Com- 
pany debentures lumped together should 
eventually be worth 36; but a recent 
study, prepared on the basis of the SEC 
decision referred to above, estimates 
only 27. On the other hand, a study pre- 
pared by Sparta Fritz, Jr. (a former As- 
sociated executive) for Wertheim & 
Company last May found a potential 
value of 65-80. Many volumes of sta- 
tistics could be compiled, analyzing all 
the possible combinations and permuta- 
tions, but in the last analysis the SEC 
(with the codperation of the court) will 
guide the trustees in all their decisions; 
hence the outcome is largely dependent 
on the speed and thoroughness with 
which the SEC handles the manifold 
problems involved. In our opinion, the 
latest estimate of Standard & Poor’s is 
rather ultraconservative, unless system 
earnings deteriorate sharply due to ex- 
cess profits taxes, rising costs, etc. 

Meanwhile, the conflicting claims of 
the Corporation and Company deben- 
tures are being threshed out in Federal 
court. If the Hopson “recap” plan of 
1933 is set aside, the Company debenture 
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holders will be restored to a position 
pari passu with the Corporation bond- 
holders (except perhaps as allowance is 
made for differences in coupon rates). 
If their claim is rejected, however, they 
may receive little or no equity in the re- 
organization, and the estimated value of 
the Corporation debentures can then be 
raised about one-third. 


bg 


SEC May Recommend Tax 
Changes to Aid Utilities 


C¢ gegen R” of the Revenue 

Act, which provides for the non- 
taxability of certain property exchanges 
and transfers and certain distributions to 
stockholders when made by holding com- 
panies, was recently reénacted at the 
suggestion of the SEC, so that the utili- 
ties would not be penalized owing to 
SEC orders carrying out the integration 
provisions of the Utility Act. 

The commission is reported at work 
on other changes in the tax law for sub- 
mission to the Treasury Department and 
inclusion in the supplementary “‘adminis- 
trative” tax bill now under preparation. 
This new proposal is to avoid the heavy 


capital gains taxes which might be im-. 


posed on the sale of operating properties 
* by holding companies, in cases where a 
substantial amount of earnings had been 
“plowed back” over a period of years. 
Washington news stories also indicate 
that the SEC is working on an analysis 
of the present income tax law, to show 
how this handicaps equity financing. It 
has long been obvious that a corporation 
can save tax money by putting out bonds 
instead of stock, since interest is deducti- 
ble before arriving at taxable income, 
and dividends are not. The puzzle, how- 
ever, is what to do about it. A rule which 
might work favorably for a utility com- 
pany with a large bonded debt might 
prove adverse for an industrial company 
without any debt. Moreover, unless 
utilities are to be favored by a reduction 
in the total tax for the industry as a 
whole, the savings to be given to those 
with small debt ratios must be balanced 
by heavier levies against those with ad- 
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verse debt ratios; and this very result 
would mean—temporarily at least— 
smaller share earnings for the very com- 
panies most in need of help. Possibly a 
formula can be worked out, but by the 
time the Treasury experts get through 
with it it may prove as much of a head- 
ache to utility auditors as is the present 
excess profits tax. Incidentally, it would 
be helpful if the SEC would tackle the 
complexities of the present excess profits 
tax provisions, which are obviously 
working a great hardship to certain utili- 
ties. 


5 
FPC Studies Utility Costs 


HE Federal Power Commission has 
published its first statistical yard- 
stick of electric utility costs, based ona 
study begun in 1938. Data have been 
compiled for 393 large companies, com- 
prising over 95 per cent of the privately 
owned electric light and power industry. 
A study of average investments in 
steam-electric generating stations shows 
an over-all average for 150 individual 
stations of $100 per kilowatt ($2 for 
land, $28 for structures, and $70 for 
equipment). This figure is of interest 
in connection with the study “The Cost 
of One Kilowatt Capacity,” which ap- 
peared in this department (October 9th 
issue, pages 482-4), in which it was stated 
the old rule-of-thumb figure for con- 
structing a kilowatt of capacity was $100 
for a steam-generating plant, whereas 
the FPC estimates for the proposed 
1943-6 expansion program were appar- 
ently based on a cost range of $73-98. 
Allowance for estimated cost increases 
would reduce these figures to a relative 
scale of $61-82, it was estimated. A study 
of the industry’s total expenditures, in 
relation to increased capacity of recent 
years, seemed to indicate an average cost 
well in excess of $100, although the 
figures were obviously quite approx!- 
mate. It is possible that many of the 
plants included in the new FPC study 
were constructed in earlier years when 
building costs were lower. (For further 
details, see page 626.) 
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What Others Think 


Letter from England 


HH’ Towers is general manager of 
the Edmundsons Electricity Cor- 
poration, a company serving some 400,- 
000 electric consumers in various towns 
in southern England and around London. 

On August 15th, a letter from Mr. 
Towers was received by his friend, Davis 
M. DeBard, vice president of the Stone & 
Webster Service Corporation, in which 
Mr. Towers gives a revealing picture of 
utility operations under conditions of ex- 
treme defense emergency. 

For example, there is the subject of 
priorities, concerning which there is so 
much controversy in the American busi- 
ness world today. How are the English 
utilities making out with “priorities”? 
Mr. Towers says: 


On the question of “priorities”—frankly, 
there are so many and so many interests 
clamoring for them that the whole priority 
question seems to have got into a muddle 
and it comes down in the end to the ques- 
tion of who shouts the loudest and pulls most 
strings. This seems to go not only for the 
heads of big government departments who 
are planning production for the Army, Navy, 
and Air Force, but also for the poor unfor- 
tunates in business who are trying to get es- 
sential spares to carry on. However, in some 
way or another we manage to get most of 
what we really must have. 

It is possible to get priorities on new plant, 
boilers, turbines, switch gear, transformers, 
and so on, used in connection with the war 
effort with reasonable ease; then starts the 
difficulty of battling with the manufacturer 
- keep to the priority class and delivery 

te. : 


rR. DeBard had asked Mr. Towers 
what was being done about the 
concentration of industry under the siege 
conditions obtaining in England. Mr. 
Towers stated: 
Broadly, the scheme is that instead of 
many factories maufacturing goods, particu- 


larly those not vitally essential to our war ef- 
fort—and competing with one another, the 


industries were given a certain period of 
time for voluntary concentration schemes to 
be submitted before compulsory steps, vested 
in the government, came into effect. The idea 
is to cut down production of nonessentials, 
concentrate such minimum production as is 
allowed in one factory, and release others 
to be altered and/or adapted for the manu- 
facture of war material. Much, of course, 
was done voluntarily, long before the gov- 
ernment came along with this order and you 
can take it that it has reached a point now 
where there is very little of the nonessential 
kind that has not—voluntarily—been tele- 
scoped, for along with this concentration of 
industry, it should be appreciated that an 
earlier order was made called “The Limita- 
tion of Supplies Order 1940” which cut down 
to a small percentage the manufacture of a 
very long list of items. Further restriction 
was caused by the addition of a “Purchase 
Tax” of approximately 25 per cent of whole- 
sale value. 

The net result, at the end of the voluntary 
period referred to above, which has just fin- 
ished, is that some 110,000 people have been 
released for war work and something like 
16% million square feet of factory space put 
at the disposal of the government for war 
production. These probably do not seem 
large figures to you, but in reviewing them 
you must realize that all available man pow- 
er—not on essential war work—had already 
been absorbed either into the Fighting Serv- 
ices or put to essential war production; so 
much so that, recently, it has been necessary 
to turn to women. 

A scheme is in force whereby all women 
up to the age of thirty-one must register. 
Where it is found practical they will be taken 
from their peace-time work and be put on 
war work. 


In response to another question by 
Mr. DeBard on the subject of female 
employment in English utilities, Mr. 
Towers’ letter states that British electric 
utilities have not employed women very 
extensively for practical operations. 
Some women have been employed as 
meter readers and for lighter shop work 
in connection with cleaning, repair, and 
maintenance. It is expected that in the 
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WHAT OTHERS THINK 


near future a greater number of women 
will be called upon to operate lathes, 
grinding and drilling machines, to drive 
small trucks, and to do some of the 
lighter laboratory work. 


Nn the transportation field British wo- 

men have been more extensively en- 
gaged, both by the bus companies and by 
the railways. Male conductors, porters, 
and subway attendants have been largely 
replaced by female employees. One rail- 
way—the Great Western—was employ- 
ing some 8,000 women, of which 2,000 
were porters. 

Female labor has, of course, largely 
replaced male help in office work of all 
description. Mr. Towers declined to 
generalize in comparing substitute fe- 
male help with the male help. He said 
that under the trying conditions the 
courage of the British women workers 
had won widespread admiration. He 
added : 


It should be realized that as electricity is 
looked upon as an “essential” industry only 
that part of the male staff which is nones- 
sential has been drafted into the Services 
and there is a schedule of reserved ages for 
all other employees. This has meant that all 
essential functions are still being performed 
by the “key” men, hence there is not as great 
a necessity to bring women into the Electric 
Supply Industry as is the case with manufac- 
turers, particularly those on repetition proc- 
esses, where women can be trained to look 
after the machines. Here women are paid 
the same wage as men for the same job. 


The London letter also tells us that 
utility employees are not exempt from 
the volunteer services, such as Air Raid 
Wardens, Home Guard, Nursing, Aux- 
iliary Fire, and Fire Watching Services. 
As a matter of fact, all the regular em- 
ployees are members of one or another 
of the civil defense services and do a 
spell of duty in addition to their normal 
everyday work for which no pay is re- 
ceived, except meals on duty. 

Most utility companies have a very 
strong home guard unit of their own 
which is responsible for the protection 
of the utility company’s equipment. 
Members of the home guard are not ex- 
pected to take on voluntary air warden 
or fire-watching duties because, in the 
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event of an emergency, they would be 
required to take their protective stations 
at the utility plant. Home guard train- 
ing takes up much of the employee’s 
spare time anyhow. 


F& this reason, very little training of 
nontechnical employees has been 
done to equip these people for emer- 
gency work. In other words, nontechni- 
cal employees have their own voluntary 
defense duties to take care of during an 
emergency. Furthermore, in accordance 
with a schedule of “reserve occupa- 
tions,” technical employees of utilities 
are in certain cases exempt from military 
service in certain age groups, thus retain- 
ing for essential services technical em- 
ployees. 

There is a great shortage of labor. But 
there is apparently no spare reserve of 
nontechnical employees that could be 
drafted for emergency work. 

Discussing the operating problems of 
an operating utility during a blackout, 
Mr. Towers’ letter states: 

In order to comply with the regulations, 
all openings in buildings have to be very 
adequately screened so that no light shows. 
In most power stations this, coupled with 
the desire to prevent flying glass due to 
blast, has meant that most windows have 
been bricked up for the war period and roof 
window lights screened by wooden struc- 
tures. 

Such places as power stations and attended 
substations have in addition to ordinary 
lighting, a system of what may be termed 
“pilot” lighting of low intensity located at 
important points, such as switchboard instru- 
ments, turbine controls, etc. Thus, should 
part of the outside wall of the building be 
damaged by enemy action and lights exposed, 
the main lights could be switched off and the 
pilot lights brought into action, with the re- 
sult that the operators may continue with 
their work and no confusion is caused by 
the building being suddenly plunged into 
darkness. 

No great use has been made of the 
portable generating and _ substation 
equipment, although adequate stocks of 
transformers, switch gear, etc., are al- 
ways available to readily replace equip- 
ment which may be damaged. So far as 
the electricity grid is concerned, the Cen- 
tral Electricity Board, through the vari- 
ous utilities, has arranged for major 
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pieces of equipment to be available at a 
large number of points throughout the 
country to replace any which may be 
damaged due to enemy action. 

The effects of damage, though in some 
cases serious, have not been such as could 
be overcome by the use of mobile equip- 
ment, but the spares referred to have 
been readily available to get back into use 
quickly anything destroyed or damaged. 


N reply to another question by Mr. 

DeBard, Mr. Towers states that very 
few new devices have been developed 
for use by British utilities as a direct 
result of the war. Of course, certain de- 
vices have been developed by industrial 
consumers which, for obvious reasons, 
are of a secret nature. 

One development mentioned by Mr. 
Towers is called the “high-voltage air 
blast switch gear.” This device is sup- 
posed to have the advantage of economy 
in certain scarce materials and safety by 
dispensing with oil under conditions of 
fire risk. 

Electric utility operators in England 
have come to the conclusion that this 
gear has considerable advantage over 
oil-switching gear. The Edmundsons 
Electricity Corporation has installed 
a large switching site outdoors with air 
-blast breakers having a 66-kilovolt and a 
million and a half kilovolt amperes rup- 
ture capacity. The switches have per- 
formed very well under tests and are 
very easy to maintain. They break very 
fast and are suitable for future high- 
speed operation. 

As far as devices on the consumers’ 
own premises, Mr. Towers states: 

...a number of appliances have been devel- 

oped to meet the requirements of people who 

normally use gas for cooking and heating, 
and are unable to do so due to failure of 
supply. It has been the general experience 
that where a town has suffered from enemy 
action the electricity services have stood up 
much better than gas, in that the former 
were in a position to make temporary re- 
pairs much more expeditiously and thereby 
maintain an almost uninterrupted supply. 
Most of these appliances are inexpensive 
and of such type that we would not recom- 
mend them for permanent use. They mostly 

—_ of combination boiling plates and 

res. 
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Generally it is fair to state that the exigen- 
cies of war and enemy action, at any rate 
electrically speaking, have not caused it 
necessary to depart from standard equipment 
and devices, material generally in use having 
—on the whole—been found sufficiently use- 
able and adaptable under war conditions, 


¥ may surprise some American read- 
ers to learn that no restrictions have 
been placed whatever on the use of elec- 
tricity. During the first winter of the 
war a plan for rationing both gas and 
electricity was considered but was not 
put into operation, because it was not 
believed to be practical. No means has 
yet been devised of cutting off domestic 
supply during certain hours without in- 
terfering with loads for war factories 
and more essential work. Thus, there is 
absolute freedom to use as much elec- 
tricity as is desired, both industrially and 
domestically. 

With respect to record keeping, all es- 
sential documents have been duplicated 
and photographed and sent to a safe 
place for storage. No change has been 
made in billing periods which follow the 
traditional British quarterly system. As 
to rates for gas and electricity, Mr. 
Towers states: 


Generally, increases have been made in 198 
local municipal authorities, which is about 
53 per cent and in the case of private com- 
panies 59, which is approximately 27 per cent, 
so that out of the total electricity under- 
takings 43 per cent have increased tariffs 
since the outbreak of the war in September, 
1939. 

Comparable information for the gas indus- 
try is not available as they have ceased to 
publish figures but from what information 
is available to us, the gas people have made 
a greater number of increases and of a sub- 
stantially higher percentage. 


On general government regulations 
for English utilities during the emer- 
gency, the letter continues in part: 


We have the same government regulations 
as prewar, plus goodness knows how many 
others, dealing with this, that, and the other 
requirement of government departments. It 
is fair to say that considerably more time 
has now to be devoted to making returns, 
filling in forms, and generally providing in- 
formation of use to government and service 
departments purely for purposes of conduct- 
ing the war. Many people in this country, of 
course, think we have far too much regula- 


618 








WHAT OTHERS THINK 
































“SQ SORRY UNCLE WILLIAM’S PICTURE SEEMS TO BE MISSING! BEFORE 
HIS DEATH HE OCCUPIED THE CHAIR OF APPLIED ELECTRICITY IN ONE 
OF OUR PROMINENT PUBLIC INSTITUTIONS” 


tion and much of the “paper war” could be 
cut off. 


7. as such, have not been con- 
sidered separately but increased 
costs as a whole have been passed on in 
the way of increased tariffs, unless the 
undertaking was in such a position that 
it could absorb them due to increased 
revenue from general development of 
business caused by increased industrial 
and/or domestic load resulting from 
evacuation. 

There was a statement by the Chancel- 
lor of the Exchequer some months ago 
that he proposed to “peg” the price of 
electricity to prevent further increases in 
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the cost of living. This in turn depends 
on a lot of other things being “pegged” 
as to price. For instance, coal, wages, 
transport, and so on, and though the 
statement was made it has not been fol- 
lowed up by any action, due, one sup- 
poses, to the inherent difficulties of “peg- 
ging” all other items which go to make 
up the cost of electricity. 

In concluding his letter Mr. Towers 
states that his company has had no cases 
of sabotage and that he has never heard 
from other British utilities of real or sus- 
pected sabotage in their operations. Evi- 
dently British unity under the present 
war emergency is just about 100 per 
cent. 
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The Progress of American Telephony 


Fai W. Page for the last fourteen 
years has been vice president in 
charge of public relations of the Ameri- 
can Telephone and Telegraph Company. 
Prior to that he was editor and vice 
president of Doubleday, Page & Com- 
pany, which used to publish the well- 


known magazine, World’s Work. Hence : 


Mr. Page is well qualified, by literary as 
well as industrial background, to give 
the world an over-all picture of the Bell 
telephone system in plain terms which 
the plain citizen will understand. 

Mr. Page has done this job well in 
his book recently published by Harper 
& Brothers. It is not an exciting book 
in the sense that term is used when 
speaking about spirited attacks or de- 
fenses of industrial organization. In 
fact, Mr. Page tells us in his preface that 
most of the information in his book has 
been made “available in some form or 
other elsewhere, but bringing it together 
might be a convenience to those who are 
interested.” 

It is precisely this talent for synthesis 
and clarity which gives Mr. Page’s vol- 
ume its appeal. The author’s approach 
is neither controversial nor patronizing. 
His facts are marshaled with an orderly 
calm so that they might prove just as 
useful to the critic looking for some- 
thing wrong with the Bell system as to 
the ardent admirer of that organization. 


HERE are seventeen chapters. The 
first six review the make-up of the 
Bell system, its public relations policies 
generally, and the system’s attitude to- 
ward good service, reasonable rates, and 
wages. Chapter VII is an account of the 
operations of the system during the de- 
pression. The next six chapters describe 
the managerial and operating set-up of 
the system, showing how the controls of 
system companies are handled and the 
departmentalized functions of Bell Lab- 
oratories, Western Electric, and other 
nonoperating subsidiaries. 
It is in one of these chapters on Bell 
management, and also in a following 
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chapter on propaganda activities, that 
Mr. Page departs briefly from the even 
tenor of his composition to cross swords 
with a recent critic of the Bell system 
(Mr. Danielian, an expert with the FCC 
special telephone investigation), who 
also has written a book on the AT&T, 
attacking it somewhat bitterly. The clos- 
ing chapter of the book deals with the 
Bell system’s attitude towards Federal 
and state regulation and investigation. 

In conclusion Mr. Page tells us that 
the Bell system conceived its obligation 
to the public in the words of a policy 
statement made by AT&T President 
Gifford at the convention of the National 
Association of Railroad and Utilities 
Commissioners in Dallas, Texas, in 1927, 
Mr. Gifford then stated that that policy 
was “to see to it that the service shall at 
all times be adequate, dependable, and 
satisfactory to the user. Obviously, the 
only sound policy that will meet these 
obligations is to continue to furnish the 
best possible telephone service at the 
lowest cost consistent with financial 
safety. This policy is bound to succeed in 
the long run and there is no justification 
for acting otherwise than for the long 
run.” 


W the long-run viewpoint, the 
processes of improvement and 


economy in the Bell system are based 
in investing well for the future and pay- 
ing well for men, materials, research, 
and money. Mr. Page states: 


Investing well for the future means getting 
the best personnel, the best materials, the 
best credit. The best is usually higher priced 
but less costly than poor credit, poor person- 
nel, and poor materials. The theory is to 
pay fairly for quality and get it, because 
quality well managed means ultimate econ- 
omy. That is the long view. A hit-and-run 
management with a short view can make im- 
mediate savings by chiseling on the cost of 
credit, by chiseling on wages and salaries, 
and chiseling on materials and margins of 
safety in plant and operation, and cutting 
down on the staff work and research—the 
men whose job it is to work for improve- 
ment. But such immediate savings will cost 
heavily in the long run. 
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It is essential to the fulfillment of the Bell 
system policies to pay good wages and sal- 
aries, to provide good working conditions, 
vacations, pensions, sick benefits, and the like 
—essential that everyone be given the max- 
imum possible outlet for his brains and en- 
ergies that the business affords. All this is 
a part of making an organization that will 
be effective in producing long-range improve- 
ment and economy. 

The payment of good returns to the own- 
ers is likewise the long-range method of in- 
suring ample credit and cash for new tools, 
equipment, and plant whenever needed. In 
the long run it is the cheapest way to raise 
money, for credit, like health, is not expen- 
sive to keep, but once lost is hard and ex- 
pensive to recover. 

The purchase of the best tools, apparatus, 
and equipment is again a part of long-range 
economy and with that goes the maintenance 
of adequate plant margins so that emergen- 
cies in the country create as little emergen- 
cy construction in the Bell system as possible, 
for that is likely to be expensive in the long 
run. 

The payment of large sums for research 
and staff work in each year is an immedi- 
ate expense and in succeeding years a saving. 
In the long run it is essential to the processes 
of progress and economy out of which come 
better service, better wages, and safer divi- 
dends. Along with the research should be 
mentioned the depreciation account, for this 
accumulated reserve is a measure of the 
courage, capacity, and intention of improve- 
ment in the business. 


On the whole the author’s tone is tol- 
erant and humble. He is not surprised or 
impatient at the prevalence of suspicion 
and envy toward the corporate size mere- 
ly because of size. He analyzes the rea- 
sons behind such reaction and finds that 
they are human, understandable, and in 
some cases justified. But, he points out, 


the United States is a big country and 
big companies have grown up to serve 
its needs. Big companies, says the author, 
“are a natural result in a big country 
with a single currency, good transporta- 
tion and communication, and no trade 
barriers.” 


HE progress which the Bell system 

has made towards its various objec- 
tives, stated in the foregoing “Dallas 
declaration,” are summarized in two 
pages at the beginning of the book. Fig- 
ures are given comparing telephone pro- 
gress in 1940 with 1925. It is there 
shown that investment has doubled, 
service standards and equipment have 
improved, rates have been reduced dur- 
ing this period, while taxes have 
doubled. 

Also during this period Bell employees 
have had their wages increased 40 per 
cent and their work week shortened 
from forty-five to forty hours or less. 
The well-known advantages which have 
accrued to investors in Bell securities are 
also summarized. 

Mr. Page passes a little gingerly over 
the trend in local exchange rates which 
have been the subject of discussion in 
some regulatory circles of late. However, 
he does give a pretty good picture of 
the reductions in toll rates which have 
occurred since 1925. 

—F. X. W. 


Tue Bett TELEPHONE SysteM.. By Arthur W. 
Page. Harper & Brothers. New York, N. Y. 
1941. Price $2. 248 pp. 





Notes on Continuing Property Record 


T is obvious that over a long period of 

time a utility’s property records and 
accounts are no more accurate than its 
retirement accounting has been. Early 
in 1933 the Wisconsin commission be- 
came interested in the possibilities of a 
continuous inventory or continuing 
property record plan for the larger Wis- 
consin utilities. Members of the commis- 
sion’s staff investigated the possibilities 
of such a plan and conferred with repre- 
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sentatives of several utilities and regu- 
latory commissions who were engaged 
in continuous inventory work. Several 
days were spent studying the continuous 
inventory practice of the Interstate Com- 
merce Commission and a great deal of 
helpful information was received from 
E. I. Lewis and members of the staff of 
the bureau of valuation of that commis- 
sion. 

George P. Steinmetz, chief engineer 
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of the Wisconsin Public Service Com- 
mission, at the nineteenth annual Con- 
ference of Utility Commission Engi- 
neers held in Washington some weeks 
ago, reviewed the steps taken by his 
board to set up and perfect continuous 
property inventory in the Badger state. 

First, in October, 1933, a letter was 
sent to all Class A and B electric com- 
panies in Wisconsin, suggesting codper- 
tion in establishing the continuous inven- 
tory plan. The objectives of such a plan 
were: (1) to eliminate expensive and 
troublesome methods for obtaining a 
rate base; (2) to achieve an equitable 
and definite basis for rate making. 


HE following expressions of com- 
mission opinion were also given in 
the letter : 


In rate making the conference table 
is a better medium than the witness 
stand for the direct and clear presen- 
tation of vital facts in many cases 
where tremendous detail is involved. 

Valuations are expensive to make 
and their usefulness short-lived. 

Most fixed capital records are the 
result of an attempt to avoid repeated 
appraisals for rate-making purposes 
but they have been found to be valu- 
able for a great many other managerial 
uses. “It is proposed that the respective 
utility companies shall keep their own 
fixed capital records in a suitable form 
to satisfy the requirements of .. . the 
commission.” 

“This (plan) may well follow the 
precedent of the Interstate Commerce 
Commission in dealing with commit- 
tees formed by certain groups of rail- 
roads.” This statement refers partic- 
ularly to the agreements on price in- 
dices which are entered into between 
the Interstate Commerce Commission 
and the various railroads. 

“The need for legal defense as a 
guiding principle makes necessary the 
establishment of definite proof of 
property even though such equipment 
is handled in groups or lots. A physi- 
cal plant measurement count associ- 
ated with a location map is a necessity 
to proof of property.” 
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The letter also stressed “the need 
for adequate work order accounting 
systems to furnish the basis for the 
actual property records.” 


Mr. Steinmetz tells us that following 
this letter, conferences were held with 
various utilities and changes were even- 
tually made to reflect new classification 
of accounts established by the NARUC. 
On April 10, 1935, the commission wrote 
all Class A electric companies to account 
for additions and retirements of trans- 
mission and distribution property occur- 
ring after December 31, 1935, on a unit 
plan of property accounting, which was 
done because the investigation had re- 
vealed considerable inconsistency and in- 
adequacy in existing records. 


, further experience in continu- 
ing property record work, the 
commission’s order was finally issued in 
November, 1935, requiring continuous 
inventory records on transmission and 
distribution property to be set up by all 
Class A electric companies. By Novem- 
ber, 1937, a revised manual of continu- 
ing property record practice was pre- 
pared, setting forth these objectives: 
(1) Rapid proof of property and 
correlation with plant accounts. 
(2) Accurate classification of prop- 
erty by accounts, 
(3) Correct retirement practice and 
retirement pricing. 
(4) Bases for indexing to current 
price level. 
(5) Determination of correct de- 
preciation rates. 


Mr. Steinmetz’s paper itemized the 
basic units for electric transmission and 
distribution property. This list was con- 
sistent with, although not so detailed as, 
the list of retirement units for similar 
property adopted by the NARUC and 
FPC late in 1936. Units for property 
other than transmission and distribution 
were developed as needed and attempted 
to follow the conventional inventory 
practice of properly accounting for ad- 
ditions to and removals from property as 
they commonly occur. 
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THEY’VE SETTLED ANOTHER STRIKE 


Speaking of one difficult decision in 
classifying units, Mr. Steinmetz stated: 


One of the most difficult problems was 
the separation of electric lines and sub- 
stations between the transmission and dis- 
tribution accounts. We were reasonably sure 
that the classification of accounts would 
finally require such a separation but it was 
difficult to arrive at a logical definition 
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which might reasonably be expected to be 
incorporated in the classification. Our com- 
mission was of the opinion that each incor- 
porated village and city, and each unincor- 
porated community sufficiently large that it 
might become incorporated at any time was 
of sufficient importance that one or more 
electric lines supplying it with energy should 
be classed as a transmission line and that 
the step-down substation for such village or 
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city should be classed as a transmission sub- 
station. 


Even with a broad definition of trans- 
mission lines, difficulty was experienced 
in classifying particular lines as trans- 
mission or distribution. Some villages 
were supplied with energy through two 
or more low-voltage lines also used for 
rural distribution. Some were supplied 
from lines principally used to furnish 
energy to farm customers. As a practi- 
cal solution, the commission staff indi- 
cated to each company the villages and 
cities (served by that company) which 
the commission felt should be connected 
with transmission lines. The utilities 
made suggested changes and as a final 
result the transmission system of each 
utility came to be defined by the lines 
shown on a map submitted with its an- 
nual report to the commission. 


OR convenience, certain low-voltage 
lines were allowed to be accounted 
for as distribution lines, with the under- 
standing that the commission could, upon 
request, receive information as to invest- 


ment in such lines upon short notice. Mr. 
Steinmetz explained : 


As an example, this allows one utility 
in the state to classify all its 4,000-volt lines 
as distribution although some of these lines 
are clearly transmission. Something less 
than 5 per cent of this utility’s investment 
in transmission lines is thus improperly 
accounted for. This is not, however, of 
sufficient importance to warrant the added 
cost of separating maintenance and operat- 
ing expenses and capital cost for this class 
of line between the transmission and distri- 
bution accounts. In another company a con- 
siderable portion of the transmission sys- 
tem consists of 6,600-volt lines which are 
also used for rural distribution. If all of 
the 6,600-volt lines of this company were 
classed as distribution, over 25 per cent of 
the transmission line investment of the com- 
pany would be improperly classified. In this 
case we required that the poles, conductors, 
and guys be classed as transmission, and 
allowed line transformers, secondary con- 
ductors, and service drops to be classed as 
distribution. 


Unit cost ledgers showing the addi- 
tions for each year and the annual aver- 
age unit costs are maintained for each 
unit. Similar retirement ledgers are 
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maintained showing the units and dol- 
lars retired from each year’s construc- 
tion. Since the number of unit ledgers 
is large, the units are grouped as much 
as possible to minimize the work without 
destroying the usefulness or accuracy of 
the record. Thus cross arms under six 
feet in length can usually be grouped and 
cross-arm hardware can be included with 
the arm for cost-accounting purposes, 
Similarly, miscellaneous pole equipment 
can be classed as part of the pole unit, 
although anchors or ties are carried as 
separate units. Mr. Steinmetz’s explana- 
tion of the technique continued: 
Currently all property is identified by spe- 
cific work orders or job orders, the cost 
analyzed to continuing property record units, 
and the more important units identified spe- 
cifically. Less important units such as cross 
arms are identified as being within a given 
accounting or inventory area which is small 
enough to be subject to inventory check at 
any time. Most of the utilities have adopted 
a pole card record on which the physical 
characteristics of the pole and the con- 
ductors and services which it supports are 
recorded. Similar card records are main- 
tained by all companies for transformers 
and meters. 


HERE as the result of inadequate 

records it is necessary to make a 
field inventory, it is then possible to ob- 
tain a weighting of annual average cost 
to arrive at a weighted historical or orig- 
inal cost for property constructed prior 
to January 1, 1936. In other cases cer- 
tain items of property, such as poles, can 
be identified and priced at the actual an- 
nual average original cost. Cost of low- 
voltage transmission lines, as distin- 
guished from high-voltage lines, was 
said to be so confused with the cost of 
distribution lines that a price inventory 
method must be adopted. 

Erroneous field reporting is usually 
spotted by comparing the field reports 
of materials used, salvaged, and returned 
to stock with the storekeeper’s records 
for each job. Successful operation of a 
continuing property record system was 
said to depend on close collaboration 
among the field forces, the engineers, 
and the accountants to eliminate waste 
motion and insure accurate records. 
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The March of 
Events 


American Gas Meeting 


HE twenty-third annual meeting of the 

American Gas Association opened up at 
the municipal auditorium in Atlantic City on 
October 21st with an attendance of nearly 
2,000. Problems of the gas industry during the 
emergency were the principal themes of dis- 
cussion throughout the meeting. 

The AGA meeting itself was preceded by 
section meetings on October 20th. The nat- 
ural gas section, meeting at the Hotel Tray- 
more, was presided over by H. D. Hancock, 
president of Gas Advisers, Inc, of New 
York. The section heard Davis M. DeBard, 
vice president of Stone & Webster Service 
Corporation, discuss experiences of gas utili- 
ties in Great Britain during recent bombard- 
ments. (See also page 616.) 

The accounting section met on the same day 
at the Ritz-Carlton Hotel, under the chair- 
manship of E. N. Keller of the Philadelphia 
Electric Company. This section also held a 
series of luncheon conferences on October 
21st at which customer accounting, customer 
relations, general accounting, property records, 
depreciation accounting, and taxation account- 
ing were discussed, respectively. 

A section on industrial and commercial gas 
was held on October 20th at the Hotel Tray- 
more under the chairmanship of H. Carl Wolf, 
president of the Atlanta Gas Light Company. 
Mr. Wolf said that the rush of the defense 
program had found the gas industry fully 
prepared. 

At the first general session of the meeting 
the retiring president of the association, T. 
J. Strickler of Kansas City made a strong plea 
for industrial solidarity. “The people of the 
United States have declared for a democracy,” 
he said. “At the moment American industry is 
confronted with the serious obligation of dem- 
onstrating that an unlimited national emer- 
gency can be successfully coped with under a 
democratic form of government and that our 
business problems can be solved through co- 
Operative effort and under the functioning of 
private initiative.” 

George S. Hawley, president of the Bridge- 
port (Conn.) Gas Light Company, was elected 
president of the association to succeed Mr. 
Strickler. A. F. Bridge, vice president and 
general manager of the Southern Counties Gas 
Company of Los Angeles, was named vice 
president of the association. Mr. Hawley 
pledged the gas industry to codperation with 
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the defense program, but he deplored the “as- 
sumption of state, business, and individual 
rights and powers by the Federal government.” 

“But,” he said, “my faith is not strong in 
America being able after the emergency to 
keep intact the economic fabric which has held 
the people of this country together in enjoy- 
ment of what we have called the American 
way of life. While we will not ask for a com- 
plete return to ante bellum times we do ask 
that there shall be such balance between pow- 
ers and obligations, responsibilities, and oppor- 
tunities, that the sovereign people shall in truth 
be sovereign.” 

he association’s highest honor, “the 
Charles A. Munroe award,” was given on Oc- 
tober 21st to Thomas R. Weymouth of New 
York, who retired April 1st as vice president 
of the Columbia Gas & Electric Corporation, 
after a long career in the natural gas industry. 
The award, a financial acknowledgment and 
certificate, was made to him “for having made 
the most outstanding recent contribution to- 
ward the advancement of the gas industry.” 
Several inventions and formulas were devel- 
oped by Mr. Weymouth during his career. 

Harry G. Moock, vice president of the 
Plymouth Motor Corporation, told the associa- 
tion that sales executives must maintain a bal- 
ance and keep their organizations together and 
learn how to hold the good will of present 
customers in the face of existing restrictions 
on consumer goods. “Business has services and 
ideas to offer today,” he said, “and these can be 
used not only to meet present business restric- 
tions but to build strength for the future so 
that when business again returns to normal, 
businessmen will be able to go forth with re- 
newed vigor and vitality.” 

The industry must recognize its “breaks” if 
it is to continue to develop increases in years 
to come, according to O. F. Keune of the Flor- 
ida Power & Light Company. “These breaks 
are the more or less temporary loads from 
the many training camps and defense areas in 
the United States,” he said. “We know that 
these loads will not continue beyond the nation- 
al defense emergency. In the meantime op- 
portunities for selling commercial gas must be 
created through market research and planned 
sales programs. Lasting sales efforts cannot 
be secured from spasmodic efforts. A success- 
ful sales program must be flexible and above 
all it must be continuous.” 

At the general sessions of October 22nd, the 
gas industry was advised to devote its spare 
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time to more intensive research and planning 
sales promotion for post-war years. Continu- 
ation of intensive advertising was agreed upon 
to forestall pressure from a competitive electric 
utility industry, which will probably emerge 
from the present situation with a greatly ex- 
panded production capacity. 

H. Carl Wolf, president of the Atlanta Gas 
Light Company, told the gas utilities that, al- 
though they cannot foresee that regulations, re- 
strictions, and regimentation may be imposed 
in the peace era ahead, it is certain that the 
industry will face more aggressive competi- 
tion. He stipulated that the expansion in elec- 
tric power facilities ; growth in production, re- 
fining, and transportation plant of oil com- 
panies; and accelerated coal- -mining activity 
will all mean keener competition for the gas 
industry. 

The industry and various companies individ- 
ually already are pushing ahead with their re- 
search work, it was disclosed by F. Marion 
Banks, vice president of Southern California 
Gas Company. Mr. Banks reported that the 
gas association is collaborating with the IIli- 
nois Institute of Technology in fundamental 
and applied research, a program somewhat sim- 
ilar to that undertaken in 1930 by the paper 
industry. 

An indication of what may be learned from 
such research was given the convention by 
Laurance E. Frost, director of the develop- 
ment department of Consolidated Edison Com- 
pany of New York. Mr. Frost reported that 
his studies indicated that a combination gas 
and electric utility, so far as bare costs are 
concerned, cannot afford to promote electric 
ccoking, except on the basis of a price to its 
customers higher than that for gas. He stated 
that the gas company has the edge over a com- 
peting electric company so far as costs are 
concerned and can win in the long run in 
any “knock-down-and-drag-out” competition, 
but he said the public does not always choose 
the cheapest service. 


Higher Rates Considered 


E. GroesBEck, chairman of the board of 
e the Electric Bond and Share Company, 
declared recently that the management of the 
$3,000,000,000 utility system was giving “seri- 
ous consideration” to the possibility of peti- 
tioning regulatory commissions for higher 
rates to offset the mounting burden of higher 
taxes and increased operating costs. 

Speaking to stockholders of the company at 
their annual meeting in New York city, Mr. 
Groesbeck said the rising cost of operation, 
including taxes, necessitated serious thought 
on the problem ‘of higher rates. “We have the 
thing in mind and have been figuring on it,” 
Mr. Groesbeck said in answer to a stockholder 
who raised, the question as to why the manage- 
ment did not increase rates in view of the 
price increases in other fields. 

S. W. Murphy, president of EB&S, told the 
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stockholders that, as a result of defense activi- 
ties, sales of electric service by the system are 
running 14 per cent ahead of a year ago and 
gas sales are up 9 per cent. “However,” he 
added, “revenue from these and other services 
has increased only 7 per cent, reflecting in- 
creased use at low industrial rates, Higher op- 
erating expenses and greatly increased taxes 
have more than offset the increased revenues, 
and as a result net operating revenues are 4 
per cent lower than they were a year ago.” 

Discussing the status of the Electric Bond 
and Share Company under the “death sen- 
tence” provisions of the Public Utility Holding 
Company Act, Mr. Murphy said the manage- 
ment is “endeavoring to conform this system 
to the requirements of the act and at the 
same time afford a maximum of protection to 
the stockholders as investors and to our cus- 
tomers and employees.” 


Committee Approves Appro- 
priations 


HE House Appropriations Committee last 

month recommended that $7,825,000 be 
given the Reclamation Bureau to increase the 
power output at Grand Coulee dam in Wash- 
ington, Boulder dam and the Minidoka project 
in Idaho, but rejected a request for $3,000,000 
for construction of power lines for the Cen- 
tral Valley project in California, the committee 
“being of the opinion that the appropriation is 
not now urgent.” 

The committee approved an appropriation of 
$6,000,000 for Grand Coulee, half of which 
would be used to install the seventh, eighth, and 
ninth generators there and the remainder to 
start construction of the east power house. 
It approved an advance of $1,750,000 from the 
Colorado river dam fund to pay for installa- 
tion of an 80,000-kilowatt generator in the 
project to furnish power for a magnesium 
plant being constructed at Las Vegas, Nevada. 
It recommended appropriation of $75,000 for 
completing installation of an additional genera- 
tor at the Minidoka reclamation project in 
Idaho. 

The committee said in approving the funds 
for Grand Coulee, Boulder dam, and Minidoka 
it was advised the additional power to be gen- 
erated would be needed for defense manufac- 
turing purposes when ready to be delivered. 


FPC Reports on Study 


HE Federal Power Commission on October 
T ite published its first statistical yard- 
stick of electric utility costs, containing analy- 
ses of those costs based on a study begun in 
1938 of 393 large companies comprising, on the 
basis of assets or revenues, more than 95 per 
cent of the nation’s privately owned electric 
light and power industry. 
Application of the yardstick to individual 
company operations, the commission said, 
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should effect a leveling of higher costs down 
toward present average experience and ulti- 
mately a leveling of the averages down toward 
the performance of the lower- cost companies. 

“Some of the utilities,” the commission said, 
“have already made analyses of their costs and 
have succeeded in bringing those which they 
found to be out of line more nearly into con- 
formity with the best practice in the industry.” 
Use of information in the report “should in- 
troduce an element of competition of great im- 
portance to consumers and regulatory agen- 
cies,” it was contended. 

The 120- -page report is divided into four 
parts. Part 1 presents the results of studies of 
investment, Average investments in steam- 
electric generating stations are presented as an 
example of the plant investment units. Part 2 
presents the relationship between principal ele- 
ments of operating expense and conditions of 
operation, such as kind of transmission lines or 
number of customers per mile of distribution 
line. 

Part 3 is devoted to an examination of op- 
erating ratios, including maintenance expenses, 
operating expenses, depreciation expenses, and 
taxes, to operating revenues. Part 4 deals with 
the financial structures of utilities and items 
of income or income deductions as they are re- 
lated to the market price of securities. 


Committee OK’s Power Plan 


HE House Rivers and Harbors Committee 

last month approved a navigation and 
power program estimated by the Army En- 
gineers to cost nearly $1,000,000,000. It em- 
braces scores of projects, among them the 
$200,000,000 Florida ship canal, the $66,000,000 
Tennessee- Tombigbee waterway, the $48,000,- 
000 Beaver-Mahoning canal in Ohio and Penn- 
sylvania; and the St. Lawrence seaway, esti- 
mated to cost $285,000,000, of which $93,000,- 
000 would be repaid to the Federal government 
by the New York State Power Authority. The 
St. Lawrence seaway was recommended by 
President Roosevelt as vital to defense plan- 
ning. 

The committee vote was ordered after weeks 
of hearings, and Representative Joseph J. 
Mansfield, Democrat of Texas, chairman, said 
that a bill authorizing the works but making 
no appropriation would be introduced before 
the end of October. 


To Remove Gas Lines 


AY order was issued last month by the Fed- 
eral Power Commission authorizing the 
United Gas Pipe Line Company to remove and 
relocate a portion of its Gulfport lateral line, 
approximately 60 miles in length, from its pres- 
ent interconnection with the company’s Benton- 
Mobile line to a point about two and one-half 
miles north of Gulfport. The commission 
found that removal of the line, if made, will 
be an abandonment of facilities within the 


627 


OF EVENTS 


meaning of the 1938 Federal Natural Gas Act. 

The Gulfport lateral line was being used ex- 
clusively for the transmission and delivery of 
natural gas for resale to the Southwest Gas 
and Electric Company for distribution in the 
communities of Gulfport, Mississippi City, 
Biloxi, Pass Christian, Long Beach, Hands- 
boro, and Bay St. Louis. The United Company 
proposes to continue supplying these commu- 
nities without interruption through a new sec- 
tion of transmission line, now under construc- 
tion, known as the Lirette-Mobile line, which 
extends from Lirette in Terrebonne parish for 
about two hundred miles to a point near Mo- 
bile. It will connect with the Gulfport lateral 
line near Gulfport. 

Upon completion of the new line and its 
connection at the intersection near Gulfport, 
the applicant will have no further need for the 
section it proposes to remove. It plans to utilize 
the pipe removed as a part of the material for 
the construction of the new line. 


Rush New Plants 


WY electric power installations were be- 
ing rushed in eleven western states, Dr. 
Royal W. Sorensen said recently, to keep the 
supply in advance of defense demands. * ‘Avail- 
able electric power in these states,” he told a 
group of scientists and students at the Califor- 
nia Institute of Technology at Pasadena, where 
he is professor of electrical engineering, “just 
about equals demands at the moment.” He 
stated 

“More generators are being installed at Grand 
Coulee, Bonneville, Boulder, and Parker dams. 
Shasta dam, being built as a part of Califor- 
nia’s Central Valley project, will produce more 
power. Los Angeles is building a steam plant. 
Glendale has just completed a steam plant and 
is doubling its size. The same is true of Bur- 
bank. These plants will burn natural gas in 
summer, oil in winter. It has been shown that 
steam plants can be built and operated with 
gas or oil in the larger centers at a cost equal 
to that of transporting power from distant 
— plants.” 

Dr. Sorensen said that the eleven western 
states produce .5 of a kilowatt hour of elec- 
tricity per capita, exceeded in the world only 
by Canada’s .59, and compared to .3 for the 
rest of the United States. 


Southeast Faces Power 
Curtailment 


yl pena public service commissioners 
and power company officials agreed at a 
meeting in Atlanta on October 14th to a Fed- 
eral Power Commission proposal calling for a 
power curtailment program starting November 
3rd, provided that in the meantime rain or 
pooling operations did not alleviate present 
shortages. 

Approving the proposal as advanced by 
Chairman Leland Olds, of the Federal Power 
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Commission, the commissioners from nine 
states and representatives of numerous power 
companies agreed to point all plans toward the 
curtailment date. 

Meantime, however, a technical committee 
made up of a representative from public service 
commissions in the nine states, and, their en- 
gineers, worked with engineers of the 
Federal Power Commission in a 48-hour test 
to determine whether power surplus in the 
southeastern area could be pooled for more ef- 
ficient operation. 

FPC Chairman Olds said that if no benefits 
were derived from pooling and no adequate 
rain falls “between now [October 14th] and 
October 26th, all preparations will have to be 
made to make the curtailment effective No- 
vember 3rd.” 

Pooling of the power resources of the Ten- 
nessee Valley Authority and the Common- 
wealth & Southern Corporation subsequently 
was decided on by a group of utility men. It 
would avert, at least until November 10th, a 
threatened power shortage in Tennessee, Ala- 
bama, and Georgia. 


In reporting the pool, Walter R. McDonald, 
chairman of the Georgia Public Service Com- 
mission, said that if rain did not relieve the 
current drought by that time a curtailment of 
power usage by 20 to 25 per cent would be 
necessary in the three states unless Carolina 
utilities contributed to the pool. 

The Duke Power Company on October 22nd 
was ordered by the Federal Power Commis- 
sion to deliver increased quantities of electric 
energy for defense production to the Tennes- 
see Valley Authority and to the Badin, North 
Carolina, plant of the Carolina Aluminum 
Company. The commission’s action made pos- 
sible the postponement of power rationing in 
the area served beyond November 3rd, with 
further postponement possible if water condi- 
tions improved in the meantime. 

The order also approved previous arrange- 
ments made by Duke Power Company for the 
delivery of power to Carolina Aluminum Com- 
pany and the TVA. FPC Chairman Olds said 
it did not appear that delivery by Duke Power 
of the additional electric supply would result 
in any power shortage on the Duke system. 


Arkansas 


Higher Rates Ordered 


Hc rates to 453 commercial customers 
were placed in effect by the Arkansas 
Power & Light Company on October 15th un- 
der authority of an order issued by the state 
utilities commission last month. 

These consumers’ annual power bills will be 
increased about $78,000 a year. They represent 
about 2 per cent of the company’s commercial 
customers. The remaining 98 per cent received 
reductions totaling $386,000 September Ist. 

The order attempted to eliminate underbill- 
ing and rate concessions which previously had 
been granted larger consumers, the commission 
said. Among the larger users is the state house 
at Little Rock but, under a special ruling, its 
privileged rate will not be increased during the 
present biennium. 

The commission said the company obtained 
written consent for the increases from 405 of 
the 453 customers involved. The new schedule 
will not affect rates paid by rural electric co- 
Operatives or municipalities, churches, and 
schools. Present rates will not be changed for 
residences, ice plants, cotton gins, rice irriga- 
tion systems, cottonseed oil mills, rice and feed 


mills, oil field pumping equipment, oil refin- 
eries, other power companies, and large indus- 
trial customers that use more than 100 kilo- 
watts of demand under competitive conditions, 


Not to Aid Pool 


F geass should not be required to drain 
its power reserves to help alleviate a 
threatened shortage in southeastern states, the 
state utilities commission said in a memoran- 
dum made public on October 16th. The note 
was intended to explain the commission’s at- 
titude toward the proposed creation of a power 
pool in the Southeast, It was approved at a 
conference of state utility commissioners at 
Atlanta, Georgia. (See page 627). The meeting 
was attended by Commissioner A. B. Hill of 
Little Rock. 

Mr. Hill pointed out that although Arkansas 
is not in the southeast territory, the state is 
vitally interested in the problem because of its 
interconnection at Memphis through the Ar- 
kansas Power & Light Company lines. He said 
the AP&L had been sending an average of 
30,000 kilowatts to the Tennessee Valley Au- 
thority since May. 


California 


Utilities Face Inquiry 


5 ee investigation of the Coast Coun- 
ties Gas & Electric Company was ordered 
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last month by the state railroad commission 
after the company reportedly refused to agree 
to a rate reduction. 

The commission also ordered investigations 
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of the Coast Natural Gas Corporation and the 
Coast Industrial Gas Company to determine 
whether they were public or private utilities. 
The companies have contended they were not 
public utilities and consequently have not been 
under the state railroad commission’s jurisdic- 


tion. 

All three companies are owned by the Pacif- 
ic Public Service Corporation, a holding com- 
pany which is 47 per cent owned by Standard 
Oil of California. 


President on Hetch Hetchy 


pre by Congress of an act to let the city 
of San Francisco distribute power from 
the Hetch Hetchy project through the Pacific 
Gas and Electric Company was described by 
President Roosevelt recently as the height of 
improbability. 

Under the Raker Act of 1913, he said, refer- 
ring to a memorandum, the city was authorized 
to build the Hetch Hetchy water and power 
development on federally owned land, with 
the provision that the power must be distributed 
through public facilities. 

He said the Supreme Court had held that 
the city could not use private distribution fa- 
cilities, although the matter was in process of 
relitigation. But, the President said, there has 
been some political effort made to make the 
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people of San Francisco believe that Congress 
will change the Raker Act. He said he doubted 
very much that a prudent Congress and pru- 
dent administration would be willing to re- 
lieve the city of the original obligations under 
which the whole Hetch Hetchy program was 
started. 

The part played by San Francisco politicians 
in a campaign to solicit “voluntary” contri- 
butions in the schools for the Hetch Hetchy 
bond campaign war chest was revealed last 
month. Soliciting of funds violates a long-es- 
tablished custom of keeping the city’s public 
schools free from local political tactics. 

No one denied the right of the teachers to 
contribute to the campaign funds for the $66,- 

00,000 power bond issue, if they. wanted to do 
so as individual citizens. Two letters were 
sent to the schools, one signed by J. P. Nourse, 
superintendent of public instruction, and the 
other by Mayor Rossi. 


Commission Grants Merger 


HE state railroad commission recently au- 

thorized the merger of the Santa Maria 
Gas Company and Southern Counties Gas Com- 
pany of California. Issuance of $1,500,000 of 
common stock by the newly formed company 
was also authorized. Both companies are sub- 
sidiaries of Pacific Lighting Corporation. 


Indiana 


Hearing Held on Utility Deal 


HE full state public service commission sat 
last month for a hearing on a petition by 
the city of Gary for a rehearing on the com- 
mission’s recent order authorizing acquisition 
of the Gary Heat, Light & Water Company 
by the Northern Indiana Public Service Com- 
pany. The latter company has offered approxi- 
mately $10,000,000 for the Gary plant. The case 
was taken under advisement. 
Richard H. MacCracken, counsel for the 
city, charged Northern Indiana with effecting 
the “merger” to recapitalize its indebtedness 
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through the Gary Company, eventually at the 
expense of Gary residents and citizens by an 
increase of rates. 

During the course of the petition hearing, 
the commission established that the transaction 
was not a “merger,” but a “purchase,” and un- 
der Indiana law the rate question would have 
no bearing on the action. 

MacCracken said the $10,000,000 price set 
for the Gary Company was “inflated” and that 
investigation now being done by accountants 
for the Federal Power Commission would 
place the book value of the Gary Company at 
approximately $4,000,000. 


Nebraska 


No Salary Increase 


Gua E. Johnson, chairman of the board 
of managers of the Nebraska public pow- 
er system, announced recently that no salary in- 
creases would be given employees of acquired 
steam plants until a general salary readjust- 
ment was made over the entire steam and hy- 
dro system. 

The Loup River, Central Nebraska, and 
Platte Valley power districts some time ago 
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were asked to contract with the International 
Brotherhood of Electrical Workers and steam 
power plant employees for adjustments in 
ware conditions, hours, and wages, it was 
said. 

In a letter to R. K. Garrity, IBEW repre- 
sentative, and employees of the three districts, 
the board of managers said the proposed 
wage boosts would mean a 33.7 per cent in- 
crease in the payroll of the three districts 
for the steam power plants. 
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New Jersey 


To Appeal SEC Ruling 


HE Public Service Corporation of New 
Jersey disclosed last month that it would 
appeal to the courts against a recent decision of 
the Securities and Exchange Commission 
holding that the company is a subsidiary of 
United Corporation and United Gas Improve- 
ment Corporation. 
Public Service Corporation’s application for 
exemption from the provisions of the Public 
Utility Holding Company Act was denied yi 


the SEC on September 15th in a ruling which 
declared that the company had not proved it 
was not controlled by UGI or United. 

The company’s decision to start legal action 
against this ruling was taken at a meeting of 
the board of directors on October 14th. The 
appeal will be filed with the U. S. Circuit 
Court of Appeals in the third judicial court 
in Philadelphia. The board pointed out that it 
had petitioned the SEC for a rehearing and 
dismissal of the original order but that this 
plea had been rejected. 


ea York 


Utility Properties Undervalued 


ayor F. H. LaGuardia charged recently 
M that previous Democratic administrations 
of New York city had been “wantonly negli- 
gent or worse in assessing utility properties.” 
The charge was made in a statement issued at 
city hall announcing settlement of a dispute be- 
tween the city and the Brooklyn Union Gas 
Company over the assessment of company 
property. 

The mayor said that under the terms of the 
settlement the company “has been compelled 
to accept an assessment of $45,375,000 as the 
present value of its properties, which is an in- 
crease of $20,225,000 over the assessed value 
on the same properties enjoyed by the company 
under the auspices of the last Tammany- 
appointed tax commission.” Mayor LaGuardia 
stated that for years before he came into of- 
fice utility properties had been consistently 
underassessed. In 1936 he directed the revalua- 
tion of all such properties. 


Opposes Overhead Line 


AYOR LaGuardia is opposed to an over- 
M head power transmission line in New 
York city as part of the proposed power line 
between New York city and Massena, to serve 
the proposed new 150,000,000-pound aluminum 
plant of the Aluminum Company of America. 

The mayor talked with OPM officials re- 
cently at Washington and, according to offi- 
cials, opposed an overhead power line through 
Van Cortlandt park, If the city of New York 
wins on the request to put the line under- 
ground, through the park, officials believe that 
Westchester county will make similar demands 
and the result will be an increase in cost of 
around $8,000,000 for the line. 

The mayor talked with officials in the power 
division and the legal division of OPM over 
the arrangements. 

Mayor LaGuardia firmly opposed the plans 
which had been worked out for supplying 
power to the new aluminum plant via over- 
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head transmission from New York city. This 
was the second snag which has held up power 
for the Massena plant. Canada will not supply 
60,000 kilowatts of power for Massena as 
originally proposed. Meanwhile, OPM officials 
said that they doubted if any power would be 
forthcoming from Canada because of the tight 
power problem there. 


Transit Board Assailed 


REFLECTION on the continued usefulness of 

the state transit commission, made by 
Council President Newbold Morris, brought a 
retort that the agency had saved the city of 
New York millions of dollars in transit uni- 
fication from Mr. Morris’ opponent for the 
council presidency, Transit Commissioner M. 
Maldwin Fertig, in an unscheduled debate on 
October 15th. They spoke at a “candidates’ 
symposium” luncheon of the West of Central 
Park Association. 

Mr. Fertig, after a brief review of his rec- 
ord, closed with a reference to the part he had 
played when, with the transit commission di- 
vided, he had supported the city administration 
in the removal of the Ninth avenue elevated. 
Mr. Morris then delivered a 15-minute diatribe, 
os the burden he, Comptroller Joseph 

D. McGoldrick, and Mayor LaGuardia had 
borne in unification. 

Mr. Fertig said he credited the city adminis- 
tration with its part in unification, “but the 
trouble was the administration was going to 
have it at any price.” By rejecting the Sea- 
bury-Berle proposal, he added, the transit com- 
= saved the taxpayers “millions of dol- 

ars 


Consolidated Edison Quits AGA 


CCORDING to The New York Times of Octo- 

ber 23rd, Consolidated Edison Company 

of New York, largest single operating utility 

system holding membership in the American 

Gas Association, has withdrawn from active 
participation in the association’s affairs. 
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FPC Dismisses Complaint 


HE Federal Power Commission on Octo- 

ber 22nd announced its order dismissing 
the complaint filed June 8, 1940, by the city of 
Toledo against the Hope Natural Gas Com- 
pany and terminating the proceedings related 
thereto. The complaint alleged that the price 
charged by the Hope Company for gas sold 
to the Northwestern Ohio Natural Gas Com- 
pany, which serves Toledo, is unlawful, exces- 
sive, and unreasonable. 
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THE MARCH OF EVENTS 


Ohio 


The gas is delivered to Northwestern by its 
transporting affiliate, the Ohio Fuel Gas Com- 
pany. 

The order announced last month stated that 
on September 29, 1941, the city of Toledo ad- 
vised the commission that it had amicably ad- 
justed all of its disputes with the Ohio Fuel 
Gas Company and the Northwestern Ohio Nat- 
ural Gas Company and requested that the pro- 
ceedings initiated by the filing of the com- 
plaint be discontinued and that its complaint 
be dismissed. 


Oklahoma 


Gas Rate Boost Blocked 


grt gas rate changes by the Oklahoma 
Natural Gas Company in 21 state cities 
formerly served by the Central States Power & 
Light Corporation were blocked on October 
10th by the state corporation commission after 
a hearing at the state capitol in Oklahoma 
City. 

The Oklahoma Natural Gas acquired prop- 
erties and franchises of the other company 
August lst and contended its statewide 45-cent 
rate automatically became effective. The sug- 
gested rate schedule would have brought sharp 


» 


dcemestic rate increases in Henryetta, Okemah, 
Wetumka, Holdenville, Stillwater, and Quin- 
ton. In other cities the change would have been 
slight. 

The hearing was called after protests 
were filed by 13 cities. 

Reford Bond, chairman, announced at the 
end of the session that the commission could 
not approve changes in rate orders already in 
effect without a regular hearing. 

He said that under a state supreme court 
holding in the Lone Star Case, a rate fixed by 
an order cannot be changed without a hearing, 
in event of a protest. 


Oregon 


Co-op Signs for Power 


T= Blachly-Lane County Codperative Elec- 
tric Association recently signed a 20-year 
contract for the purchase of prime power to be 
delivered to the association by the Bonneville 
Power Administration at the government’s Eu- 
gene substation. 

The power will be delivered at approximate- 
ly 11,500 volts, or a voltage agreed on. Before 
becoming effective the contract will be sub- 
mitted to the REA for approval. 


The association owns an electric distribution 
system in Lane county, with its generating 
plant located, on Lane creek. It agreed to pur- 
chase all additional power needed through the 
Bonneville Administration, but has the right 
to extend the capacity of its own generating 
plant. 

The association will secure power at the 
Bonneville optional wholesale power rate of 
75 cents net a month per kilowatt of billing 
demand and an energy charge of 2.5 mills net 
per kilowatt hour delivered. 


Texas 


Plant Expansion Refused 


A NEw request for approval of a $2,260,000 
expansion program for the Mountain 
Creek Lake generating plant of the Dallas 
Power & Light Company would be filed im- 
mediately, President George L. MacGregor 
said last month after city councilmen denied 
the original proposal because of insufficient 
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time to study it thoroughly. He stated: 
“That matter is of great importance to Dal- 
las and, therefore, the company will refile its 
requisition immediately for further considera- 
tion by the supervisor of public utilities and 
the city council. And we will make every effort 
to preserve its valuable rights of priority and 
delivery to the extent that the delay brought 
about by the council’s action will permit.” 
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Councilmen had to take action on October 
9th because that was the last opportunity un- 
der the 30-day provision allowed under the 
company’s franchise to consider such projects. 
The requisition was filed September 10th and 
failure to have acted would have given it 
automatic approval. 

MacGregor said negotiations had been un- 
der way with the supervisor for several 
months, even preceding the actual filing date, 
and he expressed belief that officials will agree 
that there is a need for the additional power 
after further study. 


Gas Gate Rate Case Causes Rift 


TTORNEY General Gerald C. Mann last 
month asked the United States Supreme 
Court for leave to file a petition for a writ 
of mandamus in the nature of a procedendo 
against the Texas Supreme Court. This un- 
usual proceeding was said to be the outgrowth 
of even a more unusual juridical situation 
which has arisen out of the Lone Star Gas 
Case, now about seven years old. It was also 
said to have occasioned a disagreement of 
much moment between the Texas Supreme 
Court and the third court of civil appeals with 
respect to the powers of the state railroad 
commission as a rate-making body. 
It is the state supreme court’s construction of 


the U. S. Supreme Courf’s opinion which the 
the attorney general seeks to have repudiated 
in favor of the construction placed upon that 
opinion by the court of civil appeals. This, if 
done, apparently would finally validate the "32- 
cent rate per thousand cubic feet of gas, which 
the state commission in 1934 ordered the Lone 
Star Gas Company to put into effect in 270 
cities and towns. 

It is expected that the case will be tried 
again in the district court, unless compromised. 

Attorney General Mann has also criticized 
the state legislature in rewriting the gas pro- 
duction tax this year. He said the legislature 
“certainly muddled the waters of the ocean 
of law with its ramifications and complications 
on market value.” In a 22-page opinion the at- 
torney general answered a series of questions 
from Comptroller George Sheppard on col- 
lection of the natural gas levy. 


City Buys Utility 


Srp sre last month took over the electric 
light plant operated there by the Com- 
munity Public Service of Fort Worth, thus 
adding to its city waterworks and sewerage 
system. In the deal the city obtained about 
nine miles of lines in and around Garrison, as 
well as the high line to Timpson over which 
current is delivered to Garrison. 


Utah 


New Rates Filed 


HE Utah Power & Light Company on 
October 15th filed with the state public 
service commission a new schedule of resale 
power rates approximately 10 per cent lower 


than present rates. If the commission consents, 
the schedule will go into effect in thirty days. 

It was estimated it would save users $11,500 
a year. Power is purchased for resale by mu- 
nicipalities and small privately owned com- 
panies, 


Washington 


Seeks Rate Increase 


ISING cost of wages and materials due to 
Rithe national emergency recently was cited 
by the Seattle Gas Company in announcing fil- 
ing of proposed new rate schedules with the 
state department of public service in Olympia. 

Under this proposal the monthly gas bill for 
cooking for the average Seattle family would 
be raised less than 104 cents, James F. Pol- 
lard, president of the company, said. The rate 
increases are necessary to offset the company’s 
increased costs resulting from augmented 
wages of more than $100,000 a year and from 
mounting costs of raw materials and all other 
supplies used in the company’s operations, Pol- 
lard stated. 

The wage increase, which was announced 
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early last month, would be retroactive to Sep- 
tember Ist. 

“The company’s net income in 1940,” Pollard 
said, “was $100,525 after payment of bond in- 
terest alone. This is almost exactly the equiva- 
lent of wage increases granted to employees. 
Higher costs of living in Seattle brought about 
by the national emergency were the basis of 
union demands for the scales agreed upon after 
weeks of negotiation. We, of course, recog- 
nized the pressure of rising costs on our em- 
ployees. 

“In addition to the added payroll expense, 
the company is meeting increased cost of raw 
materials of which gas is made, totaling $25,- 
000 per year. Other materials and supplies used 
for maintenance and operation are rising in 
proportion.” 
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Utility Rulings 


Reopening Not Permitted to Show Later 
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Prices and Observed Condition 


PETITION by Edison Light & 

Power Company to reopen its rate 
case before the Pennsylvania commis- 
sion, in order to submit evidence as to 
prices and observed property condition 
as of December 31, 1940, was denied. 
The commission said that there must be 
an end to litigation and that records 
which have been made the subject of an 
order should not be reopened each suc- 
ceeding year. 

Findings as to depreciation, it was 
pointed out, were not based upon “ob- 
served condition” as the company used 
the term to a significant extent. There- 
fore the commission perceived no justi- 
fication for further hearings to permit 
testimony to be presented as to observed 
condition at a later date. 
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Reference was made to the decision 
in Driscoll v. Edison Light & P. Co., 
which was upheld by the United States 
Supreme Court in (1939) 307 US 104, 
28 PUR(NS) 65. It was said that the 
argument with relation to reproduction 
cost or prices of labor and materials as 
of December 31, 1940, was substantially 
the same as that presented to the Fed- 
eral courts in that case, to the effect that 
the commission should have given effect 
to an undepreciated reproduction cost 
estimate as of a late date. On behalf of 
the commission, it had been pointed out 
that the company itself had not revised 
its fair value claim in the light of an in- 
creased reproduction cost. Public Utility 
Commission v. Edison Light & Power 
Co. (Complaint Docket No. 11108). 


Statute Requiring Commission Approval of Contracts 
With Affiliates Unconstitutional 


HE Pennsylvania Supreme Court 
sustained the ruling of the court of 
common pleas, in 36 PUR(NS) 251, 
holding that a statute prohibiting utili- 
ties from making effective, or modify- 
ing, contracts with affiliated interests, 
without prior approval of the commis- 
sion, was unconstitutional as an unlaw- 
ful delegation of legislative power. The 
statute, it was said, left the commission 
in absolute control, without restraint, in 
its approval or disapproval of such con- 
tracts. It established no standard on 
which the commission is to base its ac- 
tion. The rule is well settled that the com- 
mission is not the financial manager of 
the corporation. 
Even if the court were to consider that 


633 


public interest could be implied as the 
standard for approval, it was said, that 
term would not be a proper standard un- 
less further defined or limited in its 
meaning. The court added: 


To hold otherwise would be to reject the 
rule that the legislature may not delegate its 
authority to legislate since in any such dele- 
gation there is an implication that the power 
will be exercised in the public interest. Be- 
fore any commission can decide whether a 
contract is contrary to public interest, it is 
necessary to find what is or what is not in the 
public interest. The power to make such de- 
termination rests with the legislature and 
without such declaration the commission 
would be without a standard or criterion. The 
phrase “public interest” as used in this con- 
nection is “a concept without ascertainable 
criterion.” At best the term is too vague and 
elastic to furnish a standard. 
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The court also held that the court of 
common pleas, exercising its equitable 
powers, had jurisdiction to restrain en- 
forcement of the statute in a suit by the 
Bell Telephone Company of Pennsyl- 
vania, although no attempt had been 
made to impose penalties. It had been 
suggested that constitutionality might be 
raised either by making contracts with- 
out prior approval from the commission 
and raising the constitutional question 
when penalties for violation were at- 
tempted to be enforced, or by complying 
with the section, and if at any time ap- 
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proval were refused, arguing the con- 
stitutionality of the act on appeal. 

The court said it would be grossly un- 
fair to require the corporation and its 
officers to risk the severe penalties pro- 
vided by the act in order to test its con- 
stitutionality. As to the alternative sug- 
gestion, it was sufficient to say that the 
remedy was inadequate. The company 
was not obligated to submit to the en- 
forcement of an unconstitutional law. 
Compliance would subject the company 
to expense and delay. Bell Telephone Co. 
of Pennsylvania v. Driscoll et al. 


Standards Applied by SEC to Issuance of 
Trustees’ Certificates 


HE Securities and Exchange Com- 

mission, although finding that the 
issuance of trustees’ certificates to settle 
tax claims against the Associated Gas and 
Electric Corporation did not meet the 
requirements of § 7 of the Holding Com- 
pany Act, did not deny approval com- 
pletely but permitted a declaration to be- 
come effective subject to terms and con- 
ditions. The proposal was to issue $5,- 
000,000 of certificates, at an interest rate 
of 2.35 per cent, with a maturity of two 
years, 

The commission gave particular atten- 
tion to the source of funds for paying the 
obligations. The issuance was held to 
meet the standards of § 7, although funds 
for repayment were not available out of 
earnings, as it appeared that substantial 
funds could be realized by sales of prop- 
erty. 

In view of the fact that the certificates 
were to be prior charges, issued for the 
purpose of paying taxes to the Federal 
government in accordance with a pro- 
posed settlement, the commission ruled 
that the existing debt of Associated Gas 
and Electric Corporation was not con- 
trolling with respect to the application of 
the standards of § 7. 

On the question of maturity it was 
said to be questionable as to whether or 
not any fixed obligation should be issued. 
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There was doubt as to whether sufficient 
sales of property would be made within 
two years to pay these certificates, but 
the commission had reason to hope that 
substantial progress would be made. 

Also considering the maturity date of 
two years, the commission referred to the 
requirement of § 7 (d)(3), which re- 
quires that financing by the issuance and 
sale of the particular securities be neces- 
sary or appropriate for the economical 
and efficient operation of the applicant’s 
business. The business of the trustees, it 
was said, was to proceed with the ex- 
peditious administration of the estate. 
One purpose of the corporate reorgani- 
zation legislation was the desire to avoid 
the unduly protracted course of a receiv- 
ership proceeding. Under all the circum- 
stances, however, the commission de- 
cided to permit the certificates to run for 
two years, provided that $1,000,000 be 
repaid at the end of the first year and 
subject to certain additional protective 
provisions. 

The record showed that the Guaranty 
Trust Company proposed to loan at 2.35 
per cent. The Chase National Bank was 
willing to make a loan of a comparable 
maturity, but with certain additional pro- 
tective provisions, at a rate of 14 per cent. 
The interest rate and the exact terms of 
the certificates were to be ‘subject to 
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further approval of the commission. 

The commission determined that the 
application of net proceeds of sales of 
property must be applied to the payment 
of certificates, and that further sales of 
certificates should be forbidden so long as 
the certificates were outstanding. 

The rules of the commission, it was 
pointed out, do not require competitive 
bidding for securities of this character. 
Nevertheless, the trustees felt that some 
modified form of competitive bidding 
would be desirable. The commission said 
that if competitive bidding were to be 
used the procedure should be substan- 
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tially in accordance with that followed 
under Rule U-50. It was said: 


The terms of the security should be sub- 
mitted and approved in advance of the bids. 
After such submission and approval, public 
consideration of such terms will enable all 
bidders to determine what terms are, in fact, 
appropriate. Upon approval of such terms 
by this commission, the bidding will then be 
open to any interested bidder. The bidder 
will be free to bid with assurance that the 
terms of the bid are not subject to further 
Eee requiring, in turn, resubmission of 

ids. 


Re Driscoll et al. (File No. 70-400, Re- 
lease No. 3042). 


Licensee Not Permitted to Enjoy Profits from 
Emergency Measure 


fo Federal Power Commission 
granted authority to the Niagara 
Falls Power Company to use an addi- 
tional 5,000 cubic feet of water per 
second from the Niagara river through 
its Project No. 16. This was necessary 
in order to supply electric energy to 
electrochemical, electrometallurgical, 
and other essential defense industries 
and was permitted under a special agree- 
ment negotiated between the United 
States and Canada. Net profits from the 
additional diversion, however, will not 
be allowed as a credit to the company’s 
surplus account or for dividends. On 
this point the commission said: 





& 


Information filed by the company indi- 
cates that after payment of the fees of New 
York state, and the relatively small addi- 
tional capital expenditures and operating 
expenses incident to the additional diver- 
sion, the company may and probably will 
derive net profits therefrom in excess of 
$1,000,000 a year. 

Both the letter and the spirit of the Fed- 
eral Power Act preclude us from allowing 
a licensee to enjoy such profits from an 
emergency measure passed solely in the in- 
terests of national defense. 

We therefore find it appropriate and in 
the public interest, as recognized by the 
company, that such profits be used to reduce 
the project investment. 


Re Niagara Falls Power Co. (Project 
No. 16, Opinion No. 65). 


Admissibility of Documents in SEC Hearing 


y the course of proceedings under § 
11(b) (2) of the Holding Company 
Act the Securities and Exchange Com- 
mission laid down certain rules on the 
admission of documents. Briefly the rul- 
ings were as follows: 

Distinct and independent statements 
of fact, even if made in the course of 
unsuccessful negotiations directed to- 
ward formulating an agreed statement 
of facts, are admissible. They may be 
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given, at least, the weight that courts of 
law accord to admissions of distinct or 
independent facts made during the course 
of unsuccessful negotiations to compro- 
mise. Parties will, of course, be given 
the opportunity to introduce evidence 
modifying, qualifying, or otherwise ex- 
plaining the facts and figures. 

The fact that information contained 
in documents which are offered in evi- 
dence is alleged to be unchecked, pre- 
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liminary in form, or inaccurate does not 

necessarily render the documents inad- 
missible. By raising the objection that 
information is unchecked, it was said, 
one may not prevent the reception in evi- 
dence of relevant information culled 
from books and records under his con- 
trol by an auditor acting under his di- 
rection. Even demonstrated falsity, the 
commission continued, goes only to the 
weight of evidence and not to its admissi- 
bility. 

Information taken from books and 
records kept by companies subject to 
§§ 15(f) and 15(g) of the Holding 
Company Act, even where such informa- 
tion was compiled at the request of their 
attorneys in preparation for a proceed- 
ing before the commission, cannot con- 
stitute a confidential communication in- 
cluded within the attorney-client privi- 
lege. Documents “for home consumption 
only,” involving the holding companies 
and their subsidiaries, are not confiden- 
tial. The commission said that there is 
nothing private or confidential in the ac- 
tivities of registered. public utility hold- 
ing companies and their subsidiaries. 
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HE Keyes Fibre Company, an in- 

dustrial subsidiary of Central 
Maine Power Company and New Eng- 
land Public Service Company (a regis- 
tered holding company), was granted 
exemption from the competitive bidding 
rule of the Securities and Exchange 
Commission with respect to the issue and 
sale of $1,400,000 principal amount of 
first mortgage sinking-fund 44 per cent 
bonds. 

The purpose of the issue was to 
refund $1,125,000 of 6 per cent serial 
bonds, to pay a bank loan of $100,000, 
and to pay an indebtedness of a subsidi- 
ary amounting to approximately $72,- 
000, which the applicant had endorsed. 

The company is engaged in the man- 
ufacture and sale of pulpwood products. 
The commission, in granting exemption, 
said: 
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The pendency of a hearing under § 
11(b)(2) does not extinguish the com- 
mission’s powers under §§ 15 (f) and 
18(c) to inspect and compel the pro- 
duction of documents, even if the papers 
are required exclusively to aid in the 
proceeding. 

Moreover, memoranda prepared for, 
and letters written to, officers or attor- 
neys of respondents by employees of sub- 
sidiaries constitute “correspondence” 
and “memoranda” within the meaning 
of those terms in §§ 15(f) and 18(c). 
The commission said in part: 


The use of the commission’s investigatorial 
and visitorial powers in aid of a pending pro- 
ceeding is nowhere proscribed in the act. Nor 
does the legislative history of the act indi- 
cate any congressional intention that the in- 
stitution of formal proceedings should abate 
our power to investigate or inspect. To read 
into the act a prohibition against the use of 
our investigatory and visitorial power once 
a proceeding has commenced would be to 
deprive us of a most important aid to the en- 
forcement of the act. We have declined so 
—e the Securities Exchange Act of 


Re Electric Bond & Share Co. et al. 
(File No. 59-12, Release No. 2940). 


Exemption from Competitive Bidding Rule 


We believe that the sale of these bonds 
should be exempt from paragraphs (b) and 
(c) of Rule U-50. We have given considera- 
tion to the fact that Keyes Fibre Company is 
a relatively small and highly specialized in- 
dustrial company seeking to refund 6 per cent 
bonds, the maturities of which were extended 
pursuant to § 77B of the National Bank- 
ruptcy Act, that earlier efforts to effect such 
refunding were not successful, that the total 
issue does not substantially exceed the auto- 
matic exemption provided for in the rule 
itself, and that or~ of the characteristics of 
the underwriting of an issue of a company 
engaged in a competitive industrv is an ex- 
tensive examination of such company’s com- 
petitive position in the industry, including 
its Nosition as to natents and manufacturing 
methods. In addition we have given consid- 
eration to the local distribution of this issue 
b- the underwriter and by local dealers to- 
gether with the fact that it is estimated that 
not less than six weeks will be required to 
effect a successful distribution, and to other 
factors. It is doubtful whether any of the 
foregoing considerations, taken alone, would 
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be sufficient to warrant the granting of an 
exemption. It is the particular combination of 
circumstances found in this record which 
leads us to the conclusion that the exemp- 
tion should be granted here. Our decision 


should not be regarded as a precedent in fu- 
ture cases. 
Re Keyes Fibre Co. (File No. 70-396, 
Release No. 3034). 
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Bus Substitution Aids Defense 


geo Utah commission ordered the 
substitution of motor bus service 
for motor car service by rail between 
Salt Lake City and Garfield, Utah, 
where the expense of motor car service 
exceeded revenues. But in addition to 
the question of costs there was also in- 
volved the matter of aiding national de- 
fense. 

The transportation commissioner of 
the advisory commission to the Council 
of National Defense had requested rail- 
roads to take all necessary steps to elimi- 
nate unnecessary passenger train service 
in order to meet the requirements and 
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needs of passenger equipment for the de- 
fense program and for the conservation 
of motive power equipment, fuel, and 
supplies. Practically all railroad pas- 
senger cars are needed to handle the cur- 
rent service, and it appeared that troop 
movements would be greatly increased. 
No priorities have been issued to cover 
material for building passenger railroad 
cars. Discontinuance of trains was held 
to be justified to help meet the needs of 
the national emergency, while the pub- 
lic would not be inconvenienced by such 
discontinuance. Re Union Pacific Rail- 
road Co. (Case No. 2497). 


Company Not a Common Carrier in Transporting 
Goods for Sale 


N application by a wholesale grocery 
A company for a common carrier 
permit to conduct an intrastate nonsched- 
ule service, as a carrier of groceries from 
Seattle to Tacoma for its own account 
only, was denied by the Washington De- 
partment of Public Service on the 
ground that such operation constituted 
private carrier rather than common car- 
rier service. The applicant made regular 
deliveries at retail stores located in vari- 
ous cities and towns. 

Some groceries were purchased from 
distributors whose warehouses were lo- 
cated in Seattle. Some of the groceries 
picked up from warehouses were priced 
on an FOB Tacoma basis, and with re- 
spect to groceries so priced the applicant 
received from the seller a discount equal 
to the common carrier tariff rate for the 
hauling. All property was transported in 
the applicant’s own trucks and it was 
cwned or being bought in good faith and 
transported purely as an incidental ad- 
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junct to the established grocery busi- 
ness. The department, in addition to hold- 
ing these were the operations of a private 
carrier (regardless of whether the appli- 
cant had title to the property transported 
by it at the time of transportation ), made 
the following ruling: 


It is also the opinion of the department that 
in transporting “property owned or being 
bought” by it from the warehouse of the 
seller in Seattle to its own warehouse in 
Tacoma, and accepting from the seller a dis- 
count based on what it would cost the seller 
to have such property delivered to applicant 
in Tacoma, applicant does not violate § 22 
of the Truck Act which provides that “no 
‘private carrier’ as such shall transport prop- 
erty for compensation.” 

The department believes that in using this 
quoted language, the legislature intended only 
to restrict a private carrier’s right to trans- 
port the property of others, and did not in- 
tend to restrict in any way the right of a 
private carrier to transport property “owned 
or being bought... by him in good faith.” 

The department is further of the opinion 
that where property is sold as a part of a 
bona fide transaction, and the sale price in- 
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cludes the cost of delivery to the premises of 
the buyer, the buyer, in taking delivery at the 
premises of the seller and accepting a dis- 
count on the purchase price equal to the cost 
of delivery to his premises, does not re- 
ceive “compensation” within the meaning of 
the Truck Act. The department is of the 
opinion that the word “compensation,” as 


used throughout the Truck Act, means a 
payment for services rendered as a carrier 
of goods for hire, and does not include dis- 
counts such as those received by applicant 
in this case. 


Re Younglove Grocery Co. Inc. (Order 
MV 36153, Hearing No. 2561). 


7 


Other Important Rulings 


HE California commission said that 

where a certificate designates both 
the terminals and the routes, a carrier 
may operate only over the route pre- 
scribed, but if it designates only the ter- 
minals, the carrier may choose his own 
route. Re Pacific Freight Lines et al. 
(Decision No. 34294, Supplemental Ap- 
plication No. 19266). 


The California commission held that 
uniformity in warehouse rates is neces- 
sary where the warehouses are located 
side by side and the transportation costs 
to either are approximately the same, but 
such uniformity is unnecessary where 
the warehouses are located some distance 
from each other. Re Sacramento Valley 
Warehousemen’s Asso. et al. (Decision 
No. 34344, Application No. 23608, Case 
No. 4544). 


The supreme court of New Jersey, in 
sustaining a commission order authoriz- 
ing construction of a highway at grade 
over railway tracks, said that the board 
was not bound by its contrary opinion 
rendered twelve years before, since a 
great increase of traffic demands new 
measures to meet the public need. Rah- 
way Valley Railroad Co. v. Public Utility 
Commrs. 21 A(2d) 302. 


The Colorado commission denied a 
common carrier permit to a private car- 
rier who showed that he served his cus- 
tomers satisfactorily and that he would 
get more business if the permit were 
granted. The commission held that these 


were not sufficient reasons since addi- 
tional service would impair the efficiency 
of operation by an existing common car- 
rier to the detriment of the public. Re 
Schwab (Application No. 5378, Decision 
No. 17483). 


The supreme court of Florida, in sus- 
taining a commission order authorizing 
a new motor trucking service, declared 
that the commission must consider the 
convenience and necessity of the public 
to be served and the use and safety of 
the highways; that an order granting a 
certificate with restrictions should not be 
disturbed where the order was within the 
commission’s statutory authority and no 
abuse of authority was shown; and that 
it was proper for the commission to con- 
sider the effect upon existing carriers as 
well as public convenience and necessity 
so as to do justice to all directly inter- 
ested parties. Great Southern Trucking 
Co. v. Douglas, 3 S(2d) 526. 


While the California commission or- 
dinarily views with disfavor the split- 
ting of an operative right, an exception 
will be made where public interest re- 
quires. Re El Dorado Motor Transporta- 
tion Co. (Decision No. 34429, Applica- 
No. 24298). 


The California commission held that 
a shipper in one locality is entitled to 
rates comparable with those available to 
its competitors. Re Southern Pacific Co. 
et al. (Decision No. 34481, Case No. 
4566). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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Some Current Problems under the 
Public Utility Holding Company Act 
By ROBERT H. O’BRIEN* 


WELCOME the opportunity given me 
to discuss some of our current 
problems in the administration of the 
Public Utility Holding Company Act. I 
propose to confine my remarks primarily 
to the enforcement of the integration and 
simplification provisions of § 11 of the 
act, except in so far as the administra- 
tion of other provisions of the act are 
interrelated with the administration of 
§ 11. 

During the past year and a half there 
has been material progress towards 
achieving the integration and simplifica- 
tion objectives of the act. Perhaps more 
important, however, is the foundation 
which has been laid for further accom- 
plishment at a constantly accelerating 
pace. Today the managements of the 
leading holding company systems are 
substantially advised as to the scope of 
the action which must be taken to bring 
about compliance with § 11 of the act. 
And they know that compliance requires 
a vast transformation of utility holding 
company systems as they are now con- 
stituted. As to some of the holding com- 
panies, the commission has already en- 
tered orders prescribing the action to be 
taken ; as to others, the proceedings have 
reached the stage where such orders may 
be expected in the near future. More- 
over, in the course of the proceedings 
leading to these specific orders, the com- 
mission has had occasion to pass on most 


_*Director, public utilities division, secu- 
rities and Exchange Commission. 
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of the disputed questions of interpreta- 
tion of the act. These decisions afford a 
basis for predicting with a fair degree of 
accuracy the scope of the orders which 
may reasonably be anticipated even by 
those holding company systems for 
which no immediate orders are in pros- 
pect. As you know, the statute provides 
that an order of the commission under 
§ 11 shall be complied with within one 
year, subject to the power of the com- 
mission to grant an additional year for 
compliance. Thereafter the commission 
may apply to a court for enforcement of 
its order. The commission has indicated, 
however, that it does not consider itself 
to be under an absolute.duty to seek an 
immediate court order at the expiration 
of such period where the company con- 
cerned is proceeding with diligence and 
good faith to comply with an order. In 
view of the progress already made, or in 
prospect, in prescribing the action re- 
quired of the various holding company 
systems, our major administrative con- 
cern today relates to the final step in 
achieving the objectives of the statute; 
namely, the choice between the various 
alternative methods available under the 
act for compliance with the requirements 
of § 11(b), either as specifically pre- 
scribed in an order entered under that 
section, or as submitted in a voluntary 
plan filed under § 11(e) of the act. 


N reaching this stage in the adminis- 
tration of the act, there have, of 
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course, been differences of opinion as to 
some of the legal questions involved. But 
when we look back upon the legislative 
battle over § 11, upon the bitter legal fight 
which followed the legislative battle, 
upon the period of initial reluctance of 
the industry to effect voluntary changes 
in anticipation of the enforcement of 
§ 11, and upon the various procedural 
skirmishes in connection with the pro- 
ceedings instituted by the commission 
under § 11(b), the one thing that stands 
out today is the striking change in the 
climate of opinion under which we op- 
erate and, particularly, in the attitude of 
the leaders in the industry towards com- 
pliance with the integration provisions 
of the act. Holding company officials, 
such as Leo Crowley, head of the im- 
portant Standard Gas and Electric sys- 
tem, believe that the integration program 
i . a necessary and practical treat- 
ment of obvious corporate needs.” The 
president of the United Light and Power 
system, William G. Woolfolk, recently 
reported to his stockholders that. 

In the rearrangement of properties by way 
of compliance with the act, we have noted 
no indication that the regulatory authorities 
will be other than helpful in protecting the 
investor, and out of what must now seem to 
you a complex and nebulous situation, your 
management foresees in the reasonably near 
future the emergence of a company which, 

- though smaller perhaps, will be in every way 
creditable. To this end we are bearing our 
every effort. 


To many of you who, as counsel for 
registered holding companies and their 
subsidiaries, are closely following devel- 
opments in the administration of the act, 
this change in attitude, and the reasons 
for it, will be nothing new. I am assum- 
ing, however, that some of you have only 
occasional contact with the Holding 
Company Act and its problems, and, for 
that reason, I shall indulge in a slight 
diversion on the reasons for the passage 
of the act, the general scope of its provi- 
sions, and the central importance of the 
integration and simplification provisions 
in the purpose of the act. As I review 
this history, it seems to me that the prob- 
lems and outlook of the industry and the 
resultant regulatory problems have tend- 
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ed to shift in part with changes in the 
general economic business picture and 
have to a large extent reflected changes 
in the business cycle. 


L poe will all recall how the holding 
company problems in their most 
acute form—the most extreme examples 
of mushroom growth, inflationary prac- 
tices, and financial complexities—were 
manifestations of the speculative mad- 
ness which characterized the latter years 
of the 1920’s. You will also recall the 
spectacular collapse of some of the hold- 
ing company systems in the early 1930's, 
how some of the companies like Middle 
West Utilities and the superholding 
companies of the Insull system were 
forced into bankruptcy, how bankruptcy 
revealed that most of the assets of these 
companies had been pledged to secure 
bank loans, leaving the cupboard ex- 
tremely bare when it came to satisfying 
the claims of the public holders of their 
securities. 

A gruesome echo of investors’ past ex- 
perience with scattered holding system 
control of utility operations was heard 
only the other day when Federal Judge 
John Barnes ordered final liquidating 
payments of the once $238,000,000, but 
now bankrupt, Insull Utilities Invest- 
ment, Inc. The final distribution brought 
total payments in bankruptcy on each 
$1,000 of debentures to $83.47. Junior 
security holders, of course, received 
nothing. 

Other holding company systems, al- 
though less heavily burdened with debt, 
nevertheless found themselves unable to 
pay dividends on their preferred stocks. 
Dividend arrears which began to accu- 
mulate at that time are largely still un- 
paid and in many instances are still ac- 
cumulating. Accompanying the bank- 
ruptcies and preferred dividend arrear- 
ages was a precipitous decline in market 
values of holding company securities, 
particularly of the common stock of 
holding companies. This decline was 
primarily the result of leverage working 
in reverse. Slight declines in operating 
company net income or even mere de- 
clines in anticipated rate of growth were 
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magnified many times in their effect 
upon the thin equities of holding com- 
pany common stocks. At the same time, 
widespread opposition to excessive serv- 
icing fees foreshadowed the day when 
this lucrative source of holding com- 
pany income would no longer be tol- 
erated. 


HE tremendous losses suffered by 

holding company investors in the 
early 1930’s did much to bring about a 
widespread realization of the evils which 
resulted from unregulated holding com- 
panies and the consequent need for Fed- 
eral regulation. Even prior to the de- 
pression, however, there had been some 
suspicion as to the regulatory problems 
presented by holding companies, and it 
was on February 17, 1928, in Calvin 
Coolidge’s administration, that the Sen- 
ate, by resolution, directed the Federal 
Trade Commission to undertake an in- 
vestigation “into certain practices and 
conditions relating to specified classes of 
public utility corporations and corpora- 
tions connected therewith.” 


The monumental study undertaken 
pursuant to this resolution culminated 
in the reports on public utility holding 
companies of the Federal Trade Coth- 


mission.’ This was followed by the re- 
port of the National Power Policy Com- 
mittee which briefly outlined recom- 
mendations for legislation, and by the 
President’s message of March 12, 1935, 
transmitting that report to Congress and 
recommending the enactment of holding 
company legislation. The theory of the 
National Power Policy Committee, 
which was ultimately embodied in the 
act, was that the holding company prob- 
lem could be dealt with only by a funda- 
mental reorganization of the industry, 
substituting regional holding companies, 
in so far as holding companies might be 
necessary, with simpler corporate struc- 
tures. This basic approach is best stated 
in the following excerpts from the Pres- 
ident’s message : 

. . . Regulation has small chance of ulti- 

mate success against the kind of concen- 


trated wealth and economic power which 
holding companies have shown the ability 
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to acquire in the utility field. No govern- 
ment effort can be expected to carry out ef- 
fective, continuous, and intricate regulation 
of the kind of private empires within the 
nation which the holding company device 
has proved capable of creating. . . . It is time 
to make an effort to reverse that process of 
the concentration of power which has made 
most American citizens, once traditionally 
independent owners of their own businesses, 
helplessly dependent for their daily bread 
upon the favor of a very few, who, by de- 
vices such as holding companies, have taken 
for themselves unwarranted economic 
power.... 


ce industry itself conceded that the 
abuses which had developed in con- 
nection with holding company systems 
were such as to require regulation by the 
Federal government, but opposed the 
theory that any fundamental reorganiza- 
tion of the industry was required. Their 
alternative legislation was adapted to the 
preservation of the creations of the hold- 
ing company promoters, with provisions 
designed to prevent repetition of the 
more extreme promotional extravagances 
and to eliminate other relatively minor 
but admitted abuses. The opposition to 
any provisions undertaking to reverse 
“the process of concentration of eco- 
nomic power” and to bring about a sim- 
plification of holding company systems 
was stubborn and costly. However, as 
you know, Congress ultimately conclud- 
ed that it was both necessary and feas- 
ible to undertake this task; and the dis- 
puted provisions for integration and cor- 
porate simplification, with some modifi- 
cations, remained as the focal point to 
which are related all the other provisions 
of the act. It was of course recognized 
that the carrying out of this mandate to 
bring about a fundamental reorganiza- 
tion of the industry would be no easy 
administrative task. 

The commission has now been admin- 
istering the Holding Company Act for 
almost six years. It is nearly three and 
one-half years since the Supreme Court 
upheld the registration provisions of the 
act in the historic Electric Bond and 
Share decision. 

During the early period of litigation 
and even for a time after the Bond 
and Share decision, the administrative 
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energies of the commission were largely 
devoted to the exemption problems af- 
fecting the general scope of its jurisdic- 
tion, to the building up of a staff, and to 
acquiring familiarity with the diverse 
practices and problems of the various 
registered holding companies and their 
subsidiaries in relation to the require- 
ments of the act. At the outset, relative- 
ly broad exemptions were provided by 
rule as to classes of transactions which 
would otherwise require regulation un- 
der the standards of §§ 7 an 10; serv- 
ice companies were virtually permitted 
to “write their own ticket” on an experi- 
mental basis, as to methods of organiza- 
tion and allocation of costs subject only 
to the requirement that the profit element 
in servicing be eliminated. 

Again, many of the statutory powers 
of the commission, particularly those re- 
lating to intercompany loans, dividends, 
and sales of portfolio securities, and to 
the dealings between affiliates, remained 
unexercised for a considerable period of 
time. In dealing with the many refund- 
ing operations which have constituted 
the principal financial transactions up to 
now, there was at first a tendency to re- 
gard “any improvement of a bad finan- 
cial structure” as “a step in the right di- 
rection” and thus to be tolerated even 
though the issuers’ proposals might “stop 
‘short of the point where the resultant 
financial structure is consistent with 
sound finance and the objectives of the 
act.” The commission has recently re- 
viewed this policy in the El Paso Electric 
Company Case and has concluded that 
refunding issues as well as issues for 
new money should be tested under the 
strict standards of financial soundness 
imposed by § 7(d). 


Zz. has been a corresponding de- 
velopment in other aspects of our 
regulatory effort. This development has 
tended to focus attention upon the funda- 
mental weaknesses of many holding 
companies. Thus recent decisions in the 
administration of § 13 have made it im- 
possible for the holding companies, 
through common officers and employees, 
to shift to the operating companies the 
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expenses of essentially holding company 
activities relating to the control of their 
subsidiaries. There has been increasing 
pressure for the maintenance of more 
adequate standards of depreciation. Re- 
quirements with respect to competitive 
bidding in the sale of securities have 
diminished the stake which the tradi- 
tional bankers for holding company sys- 
tems heretofore enjoyed in the mainte- 
nance of the status quo. 

Paralleling the gradual evolution of 
regulatory principles there has been a 
shift in the underlying conditions affect- 
ing the industry which has served to ex- 
ert increasing pressure to correct un- 
sound structures. Thus, the initial pe- 
riod of relatively cautious approach by 
the commission to the exercise of its 
regulatory powers over financial trans- 
actions happened also to be a period of 
relatively static conditions in the indus- 
try itself. Although there has been a 
continuing growth in the demand for 
electricity on the part of customers of 
the electric utility subsidiaries, there was 
in the early 1930’s a decline in the 
amount of new construction. Later, as 
the volume of new construction in- 
creased, it was possible to provide for it 
largely out of the cash resources of the 
companies concerned, and it was still not 
necessary to sell an appreciable amount 
of new securities for this purpose. 


T was generally recognized, however, 
that the time would come, inevitably, 
when it would be necessary to raise addi- 
tional equity money to meet the needs 
of a still expanding industry. Some 
realized that this was a serious problem. 
Very few of the holding companies were 
in a position to sell equity securities and 
their control constituted an obstacle to 
the direct sale to the public of new com- 
mon stock of their operating subsidiaries. 
Even where the problem was recognized, 
however, the industry was not compelled 
to face it so long as the relatively static 
conditions continued. Now this static 
condition of the industry no longer ex- 
ists. Even prior to the recent expansion 
of industrial activity accompanying the 
defense effort, the point had come where 
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reserve capacities of many operating 
companies in holding company systems 
were dangerously low in relation to the 
power demand. More recently, the 
actual and potential power shortage in 
relation to the defense program has be- 
come a serious national problem. The 
result has been constantly increasing 
pressure upon the industry to get itself 
in shape to finance new construction, 
which, of course, means in shape to sell 
equity securities. 

In the meanwhile the commission has 
made the progress already referred to, 
in carrying forward proceedings under 
§§ 11(b) (1) and 11(b) (2) affecting the 
major holding company systems. I shall 
not attempt to view these developments 
in detail as I understand they are within 
the scope of other papers to be delivered 
in this meeting. 

I wish to point out, however, that as 
the underlying economic forces gathered 
momentum, the resulting pressures coin- 
cided with progress on the part of the 
commission in compelling compliance 
with the integration and simplification 


provisions of the act. 


E are now on the threshold of the 
final stage in the accomplishment 
of the integration and _ simplification 
program which Congress has prescribed. 
This final stage consists of the steps to 
be taken to comply with the commission’s 
orders under §§ 11(b) (1) and 11(b) (2) 
—steps which must be without prejudice 
to any class of investors or consumers 
and with maximum economy and savings 
to the holding company system. The 
commission is required to be as vigilant 
and alert to protect the public interest 
and the interests of investors and con- 
sumers in the carrying out of its orders 
under § 11 as it is in all the other regu- 
latory provisions of the act. The com- 
mission will not, of course, permit § 11 
to become a vehicle for a repetition of 
the sacrifice of investors’ and consumers’ 
interests. 
There are many workable methods of 
complying with the commission’s in- 


tegration orders—methods which, under. 


the cold test of actual experience, have 
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demonstrated their effectiveness. Time 
and experience have shown that orderly 
disposition of a holding company’s in- 
terest in operating companies can be ef- 
fected not only without disturbance to 
security markets, but at advantageous 
prices to the holding company and its in- 
vestors. We have had successful sales 
of common stocks of operating com- 
panies by holding companies complying 
with § 11 in the cases of Newport Elec- 
tric Corporation, Indianapolis Power & 
Light Company, Washington Gas Light 
Company, Michigan Public Service 
Company, Connecticut Light & Power 
Company, San Diego Gas & Electric 
Company, and Northern Natural Gas 
Company. 


N most of these cases, cash received 
from the sale of securities was used 
to retire senior securities of the holding 
company or to strengthen the remaining 
operating companies in the system. The 
proceeds of the sale of the Indianapolis 
Power & Light common stock alone were 
sufficient to redeem all of the outstand- 
ing debenture issue of its holding com- 
pany, Ogden Corporation, and nearly 
half of Ogden’s preferred stock. The 
real effect of these essentially refunding 
transactions is to replace holding com- 
pany securities with down-to-the-rails 
operating securities—which gives the in- 
vestor a more remunerative and a basic- 
ally sounder security. 

In the San Diego Case, exchanges of 
holding company debentures for operat- 
ing company common stocks, coupled 
with a subsequent public sale, were em- 
ployed very successfully. The capital 
structure of Standard Gas and Electric 
Company, the parent of San Diego, was 
top-heavy with highly disproportionate 
amounts of debt and other fixed-obliga- 
tion securities. The holding company 
proposed and carried out a plan under 
which their debenture holders were given 
the privilege of exchanging their securi- 
ties for common stock of the San Diego 
Company. 

The balance of the stock which was 
not taken in exchange by the debenture 
holders was publicly sold through un- 
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derwriters. This transaction was bene- 
ficial to all participating groups; San 
Diego was freed from the control of 
a holding company which had nothing to 
contribute to it and which only burdened 
it; Standard Gas debenture holders who 
accepted the exchange offer received an 
attractive utility common stock with 
good earning capacity; and Standard 
Gas complied with the law by disposing 
of an outlying utility property whose re- 
tention was economically unsound. 


Freie method of compliance is the 
exchange or sale of utility securities 
or utility assets with other holding com- 
pany systems or with independent operat- 
ing companies where the transferred 
property is capable of physical integra- 
tion with adjacent properties of the ac- 
quiring company or system. Multilateral 
trades of this nature may be feasible in 
some cases. In other instances, it will be 
possible to sell a particular nonretainable 
property to the public or to an adjacent 
system, and then to use the proceeds to 
purchase a property disposed of by still 
another holding company, which can be 
integrated with the system or systems 
permitted to be retained. Sales or ex- 
changes of utility properties to neighbor- 
ing systems are an economical method of 
compliance with the act, and, properly 
employed, accomplish the further bene- 
ficial purpose of integration and codrdi- 
nation of utility facilities in a given area 
or region. 

We anticipate that when integration 
orders are outstanding against major 
holding company systems, sales and ex- 
changes of properties will become a 
much more prevalent method of meeting 
the standards of the act. One important 
caveat should be noted. The acquisition 
of adjacent properties by a holding com- 
pany system may be permitted only 
where it tends to the development of an 
integrated system, which means that 
concrete economies must be demonstrat- 
ed and that the combination of proper- 
ties must not be so large as to impair the 
advantages of localized management, ef- 
ficient operation, and the effectiveness of 
regulation. 
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A I stated before, the commission’s 
objectives in supervising the steps 
being taken in the carrying out of its 
orders under § 11 are that measures of 
compliance must be without undue preju- 
dice to any particular class of security 
holders or consumers and must be with 
maximum economy and savings to the 
holding company system. In a given set 
of circumstances, some methods of com- 
pliance may conserve and enhance values 
where others will dissipate them. Where 
it is feasible to arrange exchanges where- 
by the holding company’s security hold- 
ers receive for their securities, common 
stocks of operating companies, compli- 
ance with the act can be achieved eco- 
nomically. Through these exchange 
plans, the assets of the holding company, 
consisting, usually, of the common 
stocks of the controlled subsidiaries, 
may be exchanged for the obligations and 
senior securities of the holding company 
with little, if any, shrinkage in the con- 
version process. 

Exchange plans—fairly worked out— 
are beneficial to all classes of security 
holders of the holding company. The 
principal assets of a holding company, it 
must be remembered, are the common 
stocks of operating companies. Against 
the common stocks of such operating 
companies, the typical holding company 
has issued and sold to the public deben- 
tures, preferred stock, and its own com- 
mon stock. Frequently, the holding com- 
pany common stock represents only a 
small proportion of the total capitaliza- 
tion of the holding company, particularly 
after adjustment is made for write-ups 
and other inflationary items in the ac- 
counts of system companies. From an 
economic viewpoint, the debentures and 
preferred stocks of a holding company 
are somewhat of an anomaly. They rest 
and are dependent mainly upon common 
stocks of operating companies, securities 
with no fixed claim to income. It is only 
realism, therefore, to recognize that 
when the holding company senior se- 
curity holder receives the only assets 
which his company possesses in exchange 
for his securities, he is neither being de- 
prived of anything nor being subjected 
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to discriminatory treatment. Of course, 
the value of the assets of the holding 
company given to him in exchange for 
his securities must bear an equitable re- 
lation to the securities he holds. It is at 
this point that the exchange transaction 
must be tested for its fairness to security 
holders. 


HERE there are advantages to be 

gained from the exchange method 
it is the common stockholder who, by 
reason of his marginal position, will be 
most materially benefited. Indeed, there 
are situations where the exchange 
method alone can give the holding com- 
pany common stockholder a substantial 
return on the liquidation of his company 
or leave a substantial residue for him if 
the holding company is to continue in 
existence. The holding company com- 
mon stockholder, therefore, cannot af- 
ford not to utilize the exchange method 


of compliance wherever it is feasible as — 


contrasted with more costly methods. 

Exchange plans, moreover, may be 
much more easily consummated than 
sales of securities for cash at a time 
when our capital markets are subject to 
some strain as a result of the rapid cap- 
ital expansion flowing from the defense 
program. Exchange plans obviate the 
necessity of raising new capital by the 
sale of holding company common stocks 
and using the proceeds to pay off people 
in cash whose retention of their securi- 
ties evidences no desire to receive cash. 
Instead of finding themselves in posses- 
sion of cash which they must reinvest at 
a time when investment is somewhat dif- 
ficult, holding company security holders 
would become persons directly owning 
operating company securities rather than 
owning them indirectly through the un- 
necessary and costly conduit of the 
holding company. 


| aprrseeane plans, of course, do pre- 
sent certain difficulties. They im- 
pose upon the commission and investors 
the burden of valuation of the portfolio 
common stocks offered in exchange for 
the senior securities. There is also the 
problem of determining what particular 


groups or “baskets” of operating com- 
pany securities constitute an equitable 
exchange for the outstanding holding 
company senior securities. There is the 
question of whether senior security hold- 
ers of the holding company should re- 
ceive in exchange holding company as- 
sets valued at their current market 
prices where such prices reflect abnormal 
conditions. There is the further prob- 
lem, which is also present in the case of 
sales of holding company assets to the 
public and a subsequent retirement of 
senior securities of the holding company, 
as to whether the holding company senior 
security holder should receive the equiva- 
lent of the principal or par amount of 
his claim or preference, the involuntary 
liquidation amount, the voluntary liq- 
uidation amount, the market price, or 
some other amount which may, perhaps, 
be something less than his full priority 
were a bankruptcy liquidation or Chap. 
X proceeding involved. The principles 
governing such exchanges will have to 
be developed in our traditional case-by- 
case method in the light of specific fac- 
tual situations and equities. 

All the problems I have mentioned 
arise from the complex structure of the 
holding company. In those instances 
where the parent holding company by 
recapitalization, or by retirement of 
senior securities, has reduced itself to an 
all common stock structure, whatever 
may remain to be done to limit the scope 
of the operations of the system, or to 
eliminate unnecessary holding com- 
panies, presents no serious valuation 
problem. It becomes a simple matter of 
arithmetic. Portfolio holdings may be 
distributed as a partial or total liquidat- 
ing dividend. 


ie the case of many holding company 
systems a comprehensive exchange 
plan affecting the entire portfolio as 
presently constituted is out of the ques- 
tion. Many of the operating companies, 
although inherently capable of function- 
ing as independent units “without the 
loss of any substantial economies”—in 
fact with definite savings over the costs 
imposed by the holding company rela- 
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tionship—may nevertheless be so over- 
burdened with debt and preferred stocks 
as to require financial rehabilitation be- 
fore severance from the holding com- 
pany system. This financial rehabilita- 
tion may well require a substantial in- 
crease in equity investment by the par- 
ent holding company. Cash for this pur- 
pose may be obtained by sale of some of 
the other assets of the system which are 
in shape for sale. Again, where the ex- 
isting holding company is to continue as 
a vehicle for control over one or more 
integrated systems, cash may be neces- 
sary to strengthen the subsidiaries to be 
retained and this may most feasibly be 
raised through sale of certain holdings 
to be severed from the system. In the 
course of any such program there will be 
frequent recourse to the powers of the 
commission to effect financial simplifica- 
tion under §§ 11(b) (2) and 11(e), both 
with respect to the holding company and 
its subsidiaries. 

Compliance with the act by a particu- 
lar holding company system may require, 
therefore, the use of a combination of 
methods—sales of securities and prop- 
erties, exchanges of properties to adja- 
cent systems, exchange of common 
stocks for senior securities, coupled with 
simplification of holding company and 
aperating company structures, and, 
finally, distribution of securities as 
liquidating dividends. 


i view of the substantial advantages 
of using holding company assets to 
retire holding company _ securities 
through exchange plans over some of the 
alternative methods of complying with 
§ 11(b), the question arises as to 
whether the commission should not in- 
sist on the use of this method of com- 
pliance in the interest of the investors in 
the holding company, particularly of its 
common stock investors, if it can be fea- 
sibly worked out. Exchange plans depen- 
dent upon affirmative voluntary action by 
senior security holders of the holding 
company frequently fail to achieve their 
full goal merely because of apathy, in- 
difference, or lack of knowledge on the 
part of the senior security holder. But 
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the act, of course, contemplates the pos- 
sibility of compulsory exchanges pur- 
suant to a fair and equitable plan of re- 
organization. If a holding company se- 
curity holder receives in exchange for 
his security a fair equivalent of its value 
in the assets of the holding company, he 
cannot justly complain that he has not re- 
ceived cash. There is no sacred right to 
cash in corporate reorganizations under 
Chap. X—indeed, cash is seldom re- 
ceived. Likewise, there should be no in- 
violate right to cash in the corporate re- 
organizations required, in the national 
interest, by the Holding Company Act 
where conversion of assets into cash un- 
duly prejudices other security holders. 
Under the antitrust laws, compliance 
with dissolution decrees conventionally 
takes the form of a distribution of the 
assets of the corporation. 


HE legislative history of § 11 in- 

dicates that exchange plans were 
contemplated by Congress as, perhaps, 
the favored method of compliance. Pro- 
ponents of § 11 in the Senate and House 
pointed out that the use of this method 
assured investors of the preservation of 
the full value of their holding company 
assets. The Senate committee report 
on the Holding Company Bill, for ex- 
ample, pointed out: 


... The title does not require the dump- 
ing or forced liquidation of securities. Such 
disposition as may be necessary can be ac- 
complished by reorganization which will 
equitably redistribute securities among ex- 
isting security holders .. . The individual 
investor in present-day holding companies 
should come out of any reorganization 
process under the title with far better securi- 
ties than those with which he went into it. 
He should get a security which represents 
an actual down-to-the-rails investment in a 
regulated local operating company, or, at 
most, a regulated regional holding company. 
He should get a security which will bring 
him, instead of paper stock dividends, all the 
legitimate cash dividends the operating com- 
pany can pay—not what is left of them after 
high salaries, large fees, bonuses to holding 
company officers and bankers, and the pur- 
chase of securities at exorbitant prices from 
corporate insiders. In short, the individual 
investor should receive the kind of a security 
he thought he was buying in the first place. 
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Other methods of complying with 
§ 11 have been suggested—some by hold- 
ing companies themselves. One of these 
methods—sterilization of voting power 
by the holding company—has not proved 
very successful. In the case of H. M. 
Byllesby & Company the commission 
found that the transfer of Byllesby’s 
controlling securities in Standard Power 
and Light Corporation to voting trustees 
did not result in an actual insulation of 
control. In the subsequent Cities Serv- 
ice Case, the commission found again 
that the holding company had not ac- 
tually divested itself of control. 


I" cases where the holding company 
involved has public security holders, 
sterilization of voting securities of the 
subsidiary companies has elements of 
serious unfairness to them. Assuming 
insulation is effective, such security 
holders are deprived of the protection 
which voting power gives to common 
stockholders. Moreover, these security 
holders invested in a management com- 
pany; sterilization converts their com- 
pany into an investment trust whose as- 


sets consist of common stock equities in 
only one industry. It appears, therefore, 
that protection of the interests of the 
existing investors in the holding company 
would make it difficult to approve the 
conversion of a utility holding company 
into a sterile investment trust. In view 
of the dangers invited by sterilization as 
a method of meeting compliance with 
§ 11, the commission’s staff has viewed it 
with more than a little skepticism. Other 
methods of compliance appear to be con- 
siderably more desirable. 

Many of the issues which I have dis- 
cussed are still open and unresolved by 
the commission. I have merely given you 
some of the thinking current among 
members of the commission’s staff. 
These issues have been raised here be- 
cause this meeting is an excellent forum 
at which to present them for the consid- 
eration of the industry and the bar. As 
enforcement of § 11 progresses, most of 
these problems will be resolved. Utility 
investors and consumers and the publie 
will then be in a position to reap the full 
benefits of the objectives of the Holding 
Company Act. 





Recent Developments in Connection with 
Depreciation 


By NELSON LEE SMITH* 


RF problems in the public utility field 
—viewed from the standpoint of 
regulation or from that of operation and 
finance—are of greater current im- 
portance and interest than is the ques- 
tion of depreciation. Whether the im- 
mediate purpose is an expression of the 
true economic cost of rendering service 
to consumers, the accurate measurement 
of net earnings available for payments to 
security holders, or the determination of 
the base in terms of which the reason- 


* Chairman, Board of Investigation and Re- 
search under the Transportation Act of 1940, 
and Chairman, Committee on Depreciation, 
National Association of Railroad and Utili- 
ties Commissioners. 
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ableness and adequacy of returns are to 
be judged, no inquiry is likely to proceed 
very far before issues develop concern- 
ing depreciation, involving the propriety 
of either the accruals provided in the 
past on this account or the amounts of 
annual charges made or proposed, or 
both of these aspects of this highly con- 
troversial matter. 

In spite, however, of the appearance 
and reappearance of depreciation in con- 
nection with so many phases of public 
utility management and control, few 
concepts in this realm of economic and 
governmental activity remain less well 
defined and clearly understood, and few 
subjects suffer more from a paucity of re- 
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liable factual data. The not unnatural 
results have been at times cleavages 
among and between accountants and en- 
gineers, confusion and uncertainty in the 
thinking of economists and lawyers, and 
sometimes errors in the conclusions 
drawn from conflicting and conjectural 
testimony by regulatory commissions— 
and occasionally even by some courts. 


I TAKE it that recognition of the signifi- 
cance and of the unsettled status of 
the subject accounts for the decision of 
your program committee to devote this 
afternoon’s session to depreciation. And 
that I should have been asked to open the 
discussion is, I gather, due to the fact 
that for the past several years I have 
served as the somewhat unwilling and 
certainly unqualified chairman of a com- 
mittee of the National Association of 
Railroad and Utilities Commissioners 
which has been struggling with this com- 
plicated problem. Therefore, I shall not 
undertake a highly technical discussion of 
the accounting and engineering questions 
entering into or arising from deprecia- 
tion. Nor shall I, as a layman, attempt 
an analysis or critique of legal issues and 
decisions which would be an old story to 
this group of distinguished students of 
public utility law. Rather, my remarks 
concerning “Recent Developments in 
Connection with Depreciation” will deal 
primarily with something which may not 
be so familiar to you—the objectives, 
methods, and progress of the committee 
created by the state and Federal regula- 
tory agencies to study the problem and 
to assemble data and formulate recom- 
mendations which, it is hoped, may have 
some influence upon the course of future 
developments in this field. 

The work of this committee has its 
origin in the activities of a larger.special 
committee which, under the leadership of 
its able chairman, A. R. Colbert of 
the staff of the Wisconsin Public Service 
Commission, submitted in 1938 and 1939 
two useful reports on certain important 
aspects of depreciation. In 1939, in con- 
nection with general changes in the or- 
ganization of the association, a consti- 
tutional standing committee on deprecia- 


tion was created, which necessitated a 
reduction of the membership and resulted 
in the formulation of a rather ambitious 
plan for a more comprehensive report 
and for a long-range program of con- 
tinuing research. 


_ the committee at the out- 
set recognized the value of many of 
the studies which had already been made 
in this much-discussed field—such, for 
example, as the Wisconsin commission 
staff report entitled “Depreciation: A 
Review of Legal and Accounting Prob- 
lems,” which was published in 1933— 
still it was felt that a general reéxamina- 
tion of the subject intended to reflect and, 
if possible, to harmonize the views of ac- 
countants, engineers, lawyers, and other 
interested groups, and designed to cover 
broadly all of its more important aspects, 
would serve a useful purpose. It was re- 
alized that increasing emphasis, by state 
and Federal regulatory agencies and by 
public utility managements, upon analy- 
ses of costs and studies of physical prop- 
erty in connection with revised account- 
ing classifications and continuing prop- 
erty record requirements would develop 
more extensive and reliable factual data 
regarding retirements and depreciation 
than had been available previously. 

It was believed that the collection and 
study of existing publications and deci- 
sions, coupled with exploration of new 
as well as old methods and approaches 
and careful analysis of an expanding body 
of factual material, might result in clari- 
fication of issues and a real contribution 
to the development and codrdination of 
principles in the field of public utility de- 
preciation. Furthermore, it was hoped 
that, if such a consensus of informed 
opinion could be submitted in reasonably 
simple and understandable terms with- 
out sacrifice of substance or accuracy, it 
would not be without effect upon the pol- 
icies of both regulatory agencies and op- 
erating managements. 


HIs is the objective which the com- 
mittee established and the goal to- 
ward which it has been working during 
the last two years; that the task is not 
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yet completed is hardly surprising. Later 
on I shall have more to say about the 
scope of the proposed report and the 
progress of the project. But at this point 
it will be desirable to describe briefly the 
manner in which the committee is pro- 
ceding with its work. 


HE committee consists chiefly of ex- 

perts from the accounting and en- 
gineering staffs of Federal regulatory 
agencies and state commissions represent- 
ing a fairly wide geographical coverage, 
most of whom have been in long and inti- 
mate contact with problems of deprecia- 
tion. Nevertheless, differences of ap- 
proach and experience led naturally to 
some initial differences in interests and 
emphasis. It was evident immediately 
that, if the report of the committee were 
to express truly representative opinions 
which would be entitled to authoritative 
weight in the shaping of policy, little 
progress could be made through the or- 
dinary channels of correspondence and 
written comment. Accordingly, the com- 
mittee decided to function by means of 
frequent conferences and extended dis- 
cussions. While this has necessarily been 


time consuming and has not been easy for - 


men whose ordinary duties were already 
heavy, the effort has been distinctly 
worth while. The result of a free inter- 
change of opinion has been to reconcile 
differences sufficiently so that there is 
reason to expect that the report of the 
committee will afford a common ground 
upon which informed engineering and 
accounting judgments may meet. 
Likewise, in its effort to formulate 
principles and practices which will be of 
maximum validity and usefulness, the 
committee has elected to go outside 
its formal membership for advice 
and assistance. Many agencies which 
have been particularly active and inter- 
ested in the field of depreciation could 
not be represented on the committee be- 
cause of the constitutional limitation up- 
on its size. To remedy this situation the 
committee has invited several such agen- 
cies to cooperate in its work by designat- 
Ing experts to serve as guest members. 
These “guests” have all the prerogatives 
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of full membership, except that of voting 
on recommendations to the association; 
indeed, some of the most diligent and 
valuable work done for the committee 
has come from this group. As a result 
of this policy the committee has secured 
the help of experts from all the Federal 
regulatory commissions—the Federal 
Communications Commission, Federal 
Power Commission, Interstate Com- 
merce Commission, and Securities and 
Exchange Commission—and also from 
the Bonneville Power project, Bureau 
of Internal Revenue, and Tennessee Val- 
ley Authority, as well as from the state 
commissions of Connecticut, Florida, 
Georgia, Maryland, New Jersey, New 
York, Pennsylvania, Utah, and Wiscon- 
sin. 


oT only has the committee attempted 
to broaden its sources among the 
regulatory commissions and similar agen- 
cies, but it has also recognized the fact 
that the utilities themselves are in an es- 
pecially good position to contribute to 
the project and that they have a most im- 
portant interest in the work and in the 
conclusions to be reached. In many in- 
stances they have assembled for their own 
use comprehensive data concerning the 
causes of property retirements and the 
service lives of property items; in still 
other cases they could properly and 
profitably do so. Many managements 
have studied the adaptability of different 
actuarial and statistical methods of de- 
termining or estimating the useful lives 
of various classes of utility property. 
Most responsible utility operators have 
had to give thought to the financial con- 
sequences of providing for depreciation 
according to the various philosophies and 
methods of annual charge and reserve 
accrual. 

For these reasons it seemed to the com- 
mittee appropriate to invite the codpera- 
tion of the major utility groups, with the 
result that the American Gas Association, 
American Water Works Association, 
American Telephone and Telegraph 
Company, Edison Electric Institute, In- 
stitute of Water Supply Utilities, and 
United States Independent Telephone 
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Association have all designated repre- 
sentatives to maintain contact with the 
committee and to render assistance to it 
whenever possible. These groups have 
all manifested great interest in the work. 
For the most part they participated in 
conferences concerning the general out- 
line and scope of the proposed report. 
They have undertaken comprehensive 
statistical and analytical studies at the 
request of the committee, dealing, in the 
main, with causes of retirements, service 
lives of major classes of property, and 
the validity of methods of determining 
service lives as indicated by practical ex- 
perience over large volumes of assets and 
wide ranges of conditions. Certain of 
these studies have already been filed with 
the committee ; others are expected to be 
completed by the end of the year. In 
still other instances the work is of such 
a nature that it will probably be utilized 
later by the committee in connection with 
such continuing studies of service lives 
and mortalities as it may decide to carry 
on. 


T is anticipated, furthermore, that be- 
fore the completed report of the com- 
mittee is finally submitted it will be sub- 
jected to these utility representatives for 
critical review, with a full opportunity 
for further conference and interchange 
of ideas. This does not mean that the 
committee representing the regulatory 
agencies intends to abdicate its functions 
or to permit a dictation of its conclusions 
by those who speak for the regulated in- 
dustries ; on the contrary, full independ- 
ence of judgment and action must of 
course be retained by both groups. But 
it does mean that the committee is en- 
deavoring to collect the most accurate 
and useful data it can get and to secure 
the benefit of the best thought concern- 
ing depreciation, whatever the source, to 
the end that its report may be a construc- 
tive, rather than a partisan, document. 
And at this point it may be worth while 
to remark that, just as within the com- 
mittee differing opinions have tended to 
converge through joint study and mutual 
understanding, so it may develop that the 
differences between policies which seem 
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sound to the regulators and those which 
are acceptable to at least the more pro- 
gressive and forward-looking of those 
regulated may prove not to be insur- 
mountable, or even as great as is some- 
times supposed. Should this ultimately 
turn out to be the case the codperative 
procedure will have been fully justified, 
and, from the standpoint of public in- 
terest, the result will be well worth the 
effort—even though some in this audi- 
ence may feel the effects in terms of di- 
minished litigation of an exceedingly 
profitable nature. 


HAVE gone thus into considerable de- 
tail regarding the operation of the 
NARUC Committee on Depreciation be- 
cause I think it is of the utmost impor- 
tance that this body of students and prac- 
titioners of public utility law should re- 
alize that the committee has not ap- 
proached its task lightly or without a 
deep sense of responsibility and obliga- 
tion to produce a competent and work- 
man-like report. Perhaps long contact 
with the able and sincere men who are 
engaged upon the project has made me 
overly optimistic about the result. That 
remains to be seen. I am convinced, how- 
ever, that, if the job can be finished as 
it has been planned and as it has pro- 
gressed to date, a valuable contribution 
will have been made to legal, economic, 
and technical thinking about public utility 
depreciation—And, lest I be thought to 
be blowing my own horn, let me add 
quickly that the real work of the commit- 
tee is being done by its expert members, 
with the chairman serving simply as pre- 
siding officer and sounding board. 
Leaving now the matter of procedure 
and turning to substance, although a con- 
siderable portion of the preliminary draft 
has been written by various members of 
the committee, reviewed by the entire 
group, and revised in accordance with the 
comments and suggestions which have 
been made, it will be some months more 
before all the utility studies referred to 
earlier can be finished, the balance of the 
chapter drafts prepared and reviewed, 
and the entire report completed in form 
for critical comment by the industry rep- 
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resentatives. It is hoped that these steps 
can be taken in time to permit submission 
of the committee’s report in final form 
to the commissions represented in the 
National Association of Railroad and 
Utilities Commissioners for study well 
before its next annual meeting at Dallas, 
Texas, in the autumn of 1942. In the 
meantime, I can neither appropriately nor 
safely predict the conclusions and recom- 
mendations which the report will contain. 
At this time, however, I can properly in- 
dicate some of the problems with which 
the committee is endeavoring to deal and 
certain of the trends of thought which 
have appeared concerning them. 


HE first chapter of the report will 

deal with the historical develop- 
ment of depreciation principles and prac- 
tices, not only in the public utility field, 
but also in economics and industry more 
generally. The purpose of this section is 
simply to give a background and setting 
to the problem and to show how and why 
depreciation has come to be recognized 
as just as true an element of cost, in the 
fundamental sense of that term, as are 
wages or any other item of operating ex- 
pense. Despite some initial uncertainty 
on the part of the United States Supreme 
Court as to whether common business 
usage required provision for deprecia- 
tion before the computation of net prof- 
its) it is noteworthy that many of the 
early reports of railroad companies in the 
40’s and 50’s clearly recognized the im- 
portance of this item and the necessity 
of making adequate provision for it ; and 
by 1907 the court had come to the con- 
clusion that provision must be made for 
depreciation.? 

As accounting and classifications and 
requirements were prescribed for rail- 
roads and public utilities, the necessity of 
depreciation accounting was recognized. 
In its decision in the famous Knoxville 
Case in 1909 the court explicitly held that 
depreciation gave rise to a necessary and 
allowable cost, as well as to an effect upon 


1Eyster v. Centennial Board of Finance 
(1877) 94 US 500, 503, 24 L ed 188. 

? Tilinois C. R. Co. v. Interstate Commerce 
Commission, 206 US 441, 462, 51 L ed 1128. 
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the present value of a utility plant? Thus 
the economic axiom regarding the ripen- 
ing of the printing press into books and 
the transmutation of the sewing machine 
into clothes came to be accepted in the 
fields of public utility law and accounting. 
The dam and generator, gas retort and 
holder, filter bed and pumping station, 
switchboard and relay, transmission facil- 
ities and distribution system—all, regard- 
less of delays which may be effected 
through current repairs, are nevertheless 
on “an irresistible march to the junk 
heap,” and this must be taken into ac- 
count in determining either the value of 
the plant or the cost of the service which 
it produces. 


A’ time has gone on various methods 
of accounting for depreciation and 
many different definitions of the term 
have been developed and have found ex- 
pression in the prescribed accounting 
classifications. An understanding of the 
nature and causes of depreciation and 
appreciation of the accounting function 
have increased, retirement accounting has 
lost favor, and depreciation accounting 
has been adopted, not as a means of fi- 
nancing replacements, but to permit de- 
termination of the full costs of current 
operation. These are matters to be cov- 
ered by the committee in the second chap- 
ter of its report, the purpose being to 
formulate a definite and representative 
concept of depreciation and to avoid the 
misunderstandings and difficulties which 
invariably follow from a failure to de- 
fine the sense in which terms are used. 
Tentatively the significance of deprecia- 
tion may be expressed somewhat as fol- 
lows: 

(1) Depreciation is the expiration 
or consumption, in whole or in part, of 
the service life or utility of property, 
resulting from the action of one or 
more of the forces operating to bring 
about the retirement of such property 
from service. 

(2) The forces so operating include 
wear and tear, decay, action of the ele- 


8 Knoxville v. Knoxville Water Co. 212 US 
1, 53 L ed 371. 


NOV. 6, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


ments, inadequacy, obsolescence, and 
public requirements. 

(3) Depreciation results in a cost 
which is usually treated as, or like, an 
operating expense. 


It is believed that this language, al- 
though not identical with the definitions 
contained in the current accounting clas- 
sifications, states the nature and signifi- 
cance of depreciation clearly enough to 
serve as a basis for further discussion. 


ie the third chapter of its report the 
committee will attempt to delimit the 
depreciable plant, distinguishing amor- 
tization of intangibles and depletion from 
depreciation within the strict meaning of 
that term. Practical problems are in- 
volved in classifying and grouping units 
of property for purposes of measuring 
and accounting for depreciation. In this 
connection expediency may sometimes 
require deviations from the theoretical 
ideal, as when telephone drop and block 
wires and station installations involve 
short-lived property undergoing frequent 
changes at fairly constant cost, so that no 
serious distortion would result in com- 
paring operating expenses from one pe- 
riod to another if upon removal the orig- 
inal cost of the property and of its re- 
‘moval is charged to operating expenses. 

On the other hand, the separation of 
relatively short - lived improvements 
which depreciate from nondepreciable 
lands with which they may be associated 
is important. Again, certain overheads 
and indirect costs, such as interest and 
taxes during construction, are so closely 
related to items of physical property as 
to require depreciation pari passu. Other 
classes of assets, including plant leased 
to or from others and property held for 
future use, give rise to refinements and 
difficult problems of judgment under 
some conditions, but general principles 
can and should be established. 


Pea conclusions have been reathed 
as to which plant items are, and 
which are not, depreciable, the next ques- 
tion is what base shall be used in measur- 
ing and computing depreciation. Fortu- 
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nately the United States Supreme Court 
seems now to have abandoned the view 
expressed in the West Case that, since 
present value determined the rate base, 
“it would be wholly illogical to adopt a 
different rule for depreciation,” * and to 
have accepted, in the Lindheimer Case5 
a clear-cut concept of depreciation ac- 
counting with annual charges based defi- 
nitely on investment cost rather than 
upon changing and uncertain market or 
replacement values. 

There remains, however, the question 
whether depreciation, amortization, or 
some other method of treatment should 
be employed with respect to the acquisi- 
tion adjustment accounts in which are re- 
corded, under many of the new classifi- 
cations, differences between the cost to 
the accounting company and the cost of 
the property to the person first devoting it 
to the public service. This is one of the 
problems to be treated in chapter four, 
although there is grave question as to the 
feasibility of developing a general rule 
to govern the treatment of all such cases. 
Perhaps the only equitable policy would 
be to deal with each in the light of its 
own peculiar surrounding circumstances. 


HAPTER five will be concerned with 

the theoretical bases and practical 

and financial consequences of each of the 
major methods of computing annual de- 
preciation, including the unit of produc- 
tion method, the straight-line method, and 
the several variations of the sinking-fund 
or compound interest method. While 
some engineers contend that the deprecia- 
tion of given classes of property tends to 
proceed along lines closely similar to 
curves drawn to reflect accruals at certain 
assumed rates of interest, even when 
some such correlation appears it is doubt- 
ful whether the coverage of the data is 
sufficiently broad for conclusive proof or 
that the relationship is anything more, 
than coincidental. The straight - line 
method, with adaptations to reflect in- 


4United R. & Electric Co. v. West, 280 US 
234, 253, 74 L ed 390, PUR 1930A 225. 

5Lindheimer v. Illinois Bell Teleph. Co. 
oo 292 US 151, 78 L ed 1182, 3 PUR(NS) 
337. 
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creased knowledge of the facts and to 
meet changed conditions, seems to be 
gaining rapidly among both the commis- 
sions and the utilities. Advocates of the 
once popular so-called method of calcu- 
lating depreciation as a percentage of 
revenues less maintenance—thus afford- 
ing an opportunity to smooth out net 
earnings over fat and lean years—are be- 
coming harder and harder to find. 

This section will be followed by one 
having to do with methods of determin- 
ing service lives, in the preparation of 
which the data assembled and studies 
made for the committee by the cooperat- 
ing utility groups are expected to be of 
very great value, both in clarifying the 
application of various statistical tech- 
niques and in showing what experience 
has indicated to be their merits, disad- 
vantages, and particular fields of useful- 
ness. These are matters concerning 
which the utilities have special knowl- 
edge. Unless they are prepared to assist 
the committee—as they have indicated 
their willingness to do—they can blame 
only themselves if conclusions are 
reached without full information as to 
the facts. 


T the outset there may have been some 
fear lest commissions might use the 
data thus secured to develop formulae 
and mortality tables of a general charac- 
ter which would then be applied to spe- 
cific situations without regard to their 
peculiar circumstances, or that an attempt 
would be made to rely wholly upon ma- 
thematical calculations in estimating serv- 
ice lives to the utter exclusion of judg- 
ment. I hope, and believe, that any such 
fears have long since disappeared. It is 
true, of course, that the commissions will 
endeavor to make the best use they can 
of whatever factual data they can secure. 
They are impatient, and justifiably so, of 
surmises concerning observed deprecia- 
tion by engineers whose first acquaint- 
ance with the property may have been 
made when the instant proceeding was 
begun. They cannot reasonably be ex- 
pected to accept such estimates when they 
conflict sharply with conclusions clearly 
pointed out by the experience of the utili- 


ty as reflected in long-established and 
well-maintained property records. 

It may be that, after the submission of 
its basic report, the committee will con- 
tinue its technical research in cooperation 
with the utilities in such a manner that 
serviceable tables of typical mortalities 
indicating the general course of service 
lives under various conditions in the past 
can be derived. But to decide when, 
where, and how such information can 
properly be utilized—to what classes of 
property and under what conditions it 
applies—and then to determine the ex- 
tent to which past experience can be pro- 
jected as a guide to the future, these are 
questions from which the element of 
judgment cannot be eliminated. The pur- 
pose of the commission representatives 
is simply to secure the best possible fac- 
tual basis for the exercise of informed 
judgment and to find the most appropri- 
ate methods whereby such facts can be 
marshaled and utilized. 

At this point the study will enter rather 
more controversial territory, since it will 
deal directly with the impact of deprecia- 
tion upon certain phases of public utility 
financial policy and rate making. 


T° chapter seven will be considered the 
problems encountered when present 
knowledge indicates that estimates of 
service lives, and therefore rates of de- 
preciation accrual, have been incorrect. 
Such a situation immediately raises the 
issue whether the rates of current charges 
for depreciation should be increased or 
reduced by an amount sufficient to elim- 
inate the entire deficiency or excess of ac- 
crual over the remaining useful life of 
the property in question, or whether the 
adjustment should be designed simply 
to reflect as accurately as possible the 
current depreciation. For relatively 
long-lived property the amounts involved 
are not likely to be so great as to occasion, 
under the straight-line method, any very 
serious effect upon the validity of the in- 
come account as a true statement of the 
financial progress of the utility. But 
when, as is frequently the case, past ac- 
cruals have been so low as to produce an 
entirely inadequate reserve, the situation 
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may be more difficult of solution, partic- 
ularly when it arises directly out of a 
compulsory transition to depreciation ac- 
counting from retirement reserve meth- 
ods which’ had previously been sanc- 
tioned by commissions. 

If earnings have been high and accu- 
mulations of surplus considerable, it may 
be both just and feasible to insist upon 
the immediate correction of depreciation 
reserves ; but, where other conditions are 
present, considerations of justice, no 
less than the direct financial consequences 
of such a requirement, may necessitate 
a departure from this ideal and dictate 
the adoption of a more opportunistic pol- 
icy of gradual correction over a period 
of years in connection with property 
changes and capital readjustments. Some- 
what similar considerations must govern 
when the question, in a rate proceeding, 
is whether the deduction for depreciation 
in determining the rate base should cor- 
respond to net balances related to actual 
past accruals or to some higher estimate 
which may now, in the light of present 
accounting practice and factual knowl- 
edge, be deemed requisite and proper. 


be rate cases depreciation almost always 
assumes a dual importance: At what 
amount shall it be included among the al- 
lowable expenses for which provision 
‘must be made currently in arriving at 
the level of gross operating revenue nec- 
essary to produce a given rate of fair 
return, and to what extent shall it affect 
the valuation of the property, or rate base, 
in terms of which the reasonableness of 
the return shall be judged? These are 
the phases of the problem with which 
chapter eight will be concerned. 

The first of these aspects of deprecia- 
tion has generally been treated by the 
courts as a question of fact with respect 
to which the determinations of commis- 
sions should not be disturbed except up- 
on compelling demonstration of error. It 
is to be supposed, therefore, that what- 
ever can be accomplished in the direction 
of improving the factual basis of depre- 
ciation charges, through the collection of 
more adequate data and the refinement 
of techniques used in estimating service 


lives, will be acceptable in this connection, 
And in passing it may be noted that, de- 
spite earlier rulings to the contrary,® re- 
cently the United States Supreme Court 
appears to have given some sanction to 
the reduction of current depreciation 
charges because of past accumulation of 
reserves which experience and the cost 
of actual retirements have shown to be 
excessive.” 


PEAKING generally, there seems to be 
little question concerning the pro- 
priety of deducting depreciation in ar- 
riving at the rate base, although there 
have been occasional aberrations, such as 
that which led the New Hampshire Su- 
preme Court about six months ago to de- 
clare that “the company’s accrued depre- 
ciation is to be treated as an asset be- 
longing to it, by force of the state and 
Federal Constitutions,” and hence appar- 
ently to nullify the effect upon the rate 
base of any consideration which had pre- 
viously been given to depreciation.® 
The more usual issue in this connec- 
tion, however, is whether the deduction 
for depreciation shall be consistent with 
the charges currently allowed as deducti- 
ble expense or shall be based upon inde- 
pendent estimates of so-called observed 
depreciation. There would appear to be 
no good reason for using, at the same time 
and for the same property, a low esti- 
mate of expired service life for purposes 
of the rate base and a high rate of annual 
mortality or loss of service capacity in 
computing the annual expense allowance. 
Unless these two phases of the same sub- 
ject can be harmonized effectively by 
using the same basic data in determining 
the rate base deduction as are used in cal- 


6 Public Utility Comrs. v. New York Teleph. 
Co. 271 US 23, 70 L ed 808, PUR 1926C 740. 

7 Smith v. Illinois Bell Teleph. Co. 282 US 
133, 75 L ed 255, PUR 1931A 1; Lindheimer 
v. Illinois Bell Teleph. Co. (1934) 292 US 151, 
78 Led 1182, 3 PUR(NS) 337; Re St. Joseph’s 
Stockyards Case (1936) 298 US 38, 80 L ed 
1033, 14 PUR(NS) 397. 

8 State v. Hampton Water Works Co, (1941) 
38 PUR(NS) 72, 18 A(2d) 765. See also 54 
Harvard Law Review 1411 (June, 1941) ; Re- 
port of Special Committee on Developments 
in Regulatory Law, National Association of 
Railroad and Utilities Commissioners, 1941. 
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culating the current charges for deprecia- 
tion, grave danger lies ahead. Should the 
use of observed depreciation persist in 
producing low deductions in rate base 
determinations, regulatory commissions 
can hardly be expected to look with fa- 
yor upon the collection by utilities of 
rates for service which are adjusted to 
high depreciation charges calculated ac- 
cording to estimates of shorter service 
lives, no matter how well supported by 
factual data these higher charges may 
seem to be. Assuredly such a situation 
would be harmful alike to the utilities and 
to the public generally. Again it would 
appear that the opinion in the Lindheimer 
Case® points the way to a rational har- 
monization of interests and to a resolu- 
tion of the difficulty according to equi- 
table standards and theoretically sound 
economic principles. 


Ce nine will relate to the inter- 
ests of investors in the depreciation 
practices of public utilities, a matter in 
which the Securities and Exchange Com- 
mission has shown no little interest. To 
what extent should inadequacies of de- 
preciation reserves be taken into account 
when proposed securities issues are under 
consideration? Should the fact that the 
transaction is a refunding operation, 
rather than an original issue, affect the 
decision? Do restrictions upon dividend 
payments pending the correction of re- 
serve deficiencies constitute a proper and 
=“ means of dealing with the prob- 
em! 

Many of the questions which arise in 
connection with depreciation involve pos- 
sible conflicts between the long-run and 
the short-run interests of stockholders, 
and between their ultimate position and 
that of those who hold interest-bearing 
debt obligations. Nor can the spectre of 
stockholders’ actions be ignored entirely. 
While.time will not permit more than this 
passing mention of some of the impor- 
tant ways in which the interests of in- 
vestors may be affected by depreciation, 
it is obvious that no study of the prob- 


9 Supra, 292 US 151, 78 L ed 1182, 3 
PUR(NS) 337. 
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lem would be complete which did not at- 
tempt a thorough exploration of this 
phase of the subject. 


Baty the report would be incom- 
plete if it did not consider the treat- 
ment of depreciation in income taxation. 
A chapter is therefore to be devoted to 
this matter. It is common knowledge that 
the sums taken by public utilities as de- 
preciation for income tax purposes have 
often varied widely from the amounts 
charged on the books as depreciation ex- 
pense for corporate and regulatory pur- 
poses. A case of this sort which comes 
to mind is that of an electric company 
which in 1933 showed on its books 
charges for depreciation of only $400,- 
000, or only 0.31 per cent of its fixed 
capital, leaving net income of over $194,- 
000, while for income taxes it claimed 
3.47 per cent of its depreciable fixed cap- 
ital, or $2,342,000. Although the record 
of this company has since improved, an- 
other, located in the same state, claimed 
for income tax purposes in 1940 nearly 
two and one-half times as much deprecia- 
tion as it charged on its books. 

While such comparisons may not be 
wholly conclusive, nevertheless such wide 
discrepancies between the depreciation 
charged for corporate purposes and that 
claimed for purposes of the Federal in- 
come tax have given rise to questions in 
the minds of both investors and regula- 
tory authorities. It is hard to understand 
how such widely different appraisals of 
the results of the same physical and func- 
tional phenomenon—depreciation—oper- 
ating at the same time on the same utility 
property can be arrived at with complete 
and proper justification. The differences 
are due in some measure to peculiar pro- 
visions of the tax statutes and the regu- 
lations issued thereunder, and it is doubt- 
ful that they can be eliminated entirely. 
Nevertheless it is believed that some of 
the wide variations which have appeared 
in the past are unwarranted. Recent poli- 
cies of some leading utilities indicate that 
they are alive to the problem. In the 
opinion of the committee, although com- 
plete reconciliation of depreciation prac- 
tices for corporate and tax purposes may 
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be far in the future, or even impossible 
of attainment, analysis of the situation— 
of the nature and extent of such differ- 
ences, of the reasons for their existence, 
and of the problems which would be in- 
volved in their reduction or elimination— 
will be very useful. 


N addition to the chapters which have 
been described in outline, the report 
will include a bibliography of the litera- 
ture of the subject and a survey of the 
decisions of the United States Supreme 
Court in this field. It is to be expected 


\ 


that suggestions and recommendations 
will be made to the Federal and state 
commissions represented in the National 
Association of Railroad and Utilities 
Commissioners, and it is hoped that they 
will be not without effect upon regula- 
tory and managerial policy. 

It may be, therefore, that this discus- 
sion of certain of the current activities 
of the NARUC committee will give you 
some indication of the probable course 
of future developments concerning de- 
preciation, which, I trust, is not too far 
from the topic assigned. 





Depreciation and the 


Service-life Principle 


By CHARLES W. SMITH* 


N ATURALLY, I must make the usual 
reservation that what I say here 
shall not be charged to the Federal 
Power Commission. I believe, however, 
that my remarks will not be at great 
variance with the practices and views of 
that organization. 

Depreciation is an old subject and an 
old practice. In one manner or another 
depreciation has probably been recog- 
nized from the earliest days of book- 
keeping. Old accounting treatises deal 
with depreciation although not by that 
‘title. Stockholders’ reports of American 
railroads during the last century are re- 
plete with illustrations of the attempt to 
solve the depreciation problem. 

Many methods have been employed to 
account for the using up of the economic 
life of capital goods by business institu- 
tions — depreciation in other words. 
Among those are the replacement meth- 
od under which the cost of a plant asset 
is charged to expense when a replace- 
ment is made, the retirement method un- 
der which the cost of an asset is charged 
to expense when the asset is retired, the 
retirement reserve method under which 
a reserve is set up by charges to expense 
in a more or less arbitrary amount with 
relatively large retirements being 


* Chief, Bureau of Accounts, Finance, and 
rates. 
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charged to the reserve and with many 
replacements being charged to expense, 
and finally depreciation accounting by 
which the cost of an asset is spread to 
expense or operations over its service 
life. 

Except for certain phases of railroad 
accounting and the accounting for cer- 
tain extractive industries, depreciation 
accounting is the only method of ac- 
counting for the using up of capital 
goods of a business which has survived. 

For many years retirement reserve 
accounting was practiced by electric and 
gas companies, but since 1936 such utili- 
ties have generally been required to prac- 
tice depreciation accounting. 

To show how the depreciation prob- 
lem was recognized a hundred years or 
so ago, I would like to cite two or three 
examples from annual reports of the 
B&O and the Pennsylvania railroads to 
their stockholders. 


Nn 1835 B&O report there is included 

in an expense item “the estimated 
wear and tear of horses, etc., and their 
depreciation in value ($5,787.65).” In 
the same report it is stated, “after carry- 
ing $75,000 to the debit of profit and loss 
to make good deterioration of the rail- 
way and machinery,” the directors de- 
clared a dividend of 1} per cent. There 
are many examples in subsequent B&O 
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reports of new cars being charged to ex- 
pense to take care of those retired and 
for depreciation of the properties. 

In the report of the Pennsylvania 
Railroad dated in 1856, it is stated that 
iron rails had a life of ten years, the an- 
nual loss being 3,500 tons at $26 a ton 
or $91,000, which was chargeable to the 
business of the road. In the same report 
it is stated : 


The practice of the company in relation 
to its running equipment is to preserve the 
number of cars and locomotives, charged 
to construction account, in complete effi- 
ciency; thus if a car or locomotive is de- 
stroyed, or has become old and worthless, 
a new one is substituted in its place, and its 
cost charged to expense account. If the 
company had been declaring dividends of 
its profits, it would be prudent to carry a 
portion of the revenues of the year to a 
reserve fund. To cover this depreciation, we 
think that $40,000 on the running machinery 
will be sufficient. 


One of the best early thoughts on de- 
preciation is contained in an article by 
Charles Ellet, Jr., in the American Rail- 
road Journal for November, 1843, al- 
most 100 years ago: 


To those companies whose works are now 
new, and who seem to be making money, 
I would suggest the timely formation of a 
contingent fund, to prepare them for a con- 
tingency which will as surely reach them as 
the next new year. It is bad policy to divide 
the annual expenses (sic) as if they were 
real profits; the money that is earned at the 
expense of the rails, cars, and machinery, 
should be hoarded to replace those things, 
and not distributed, as if they were to last 
forever. It can be shown that every com- 
pany should annually store away, in times of 
prosperity, while their work is new, at least 
6 cents for every mile traveled by their en- 
gines, 1 cent for every ton conveyed one 
mile, and $200 for every mile of road, to 
replace decayed materials, and injured iron 
machinery. If their profits will not permit 
that reservation, then the prudent man will 
avoid their stock. 


Bh Bee the depreciation problem is not 
a new one. In the field of public 
utilities, however, except for telephone 
companies little or no progress was made 
for a great many years. In fact a few 
years ago we had an acute depreciation 
problem, which is only partly solved. 
The retirement expense recorded by 


most electric and gas utilities was inade- 
quate and the resulting reserves were far 
too low. Since 1936 considerable prog- 
ress has been made as to depreciation ex- 
pense charges, but there is still much 
room for improvement. 

This brings me to the current concept 
of depreciation. Mr. Nelson Lee Smith 
has given you the tentative definition of 
depreciation by his depreciation commit- 
tee. I would like to repeat the commit- 
tee’s statement : 

(1) Depreciation signifies the expiration 
or consumption, in whole or in part, of serv- 
ice life or utility of depreciable property, 
resulting from the action of one or more of 
the forces operating to bring about the re- 
tirement of such property from service. 

(2) The forces so operating include wear 
and tear, decay, action of the elements, in- 
adequacy, obsolescence, and public require- 
ments. 

(3) Depreciation results in a cost, usually 
an operating expense, 


A distinction, it will be noted, is made 
between depreciation itself and the 
causes of the retirements of property. 
Depreciation is the expiration or con- 
sumption of service life of property. It 
is not wear and tear; it is not obso- 
lescence. These are only factors affect- 
ing the expiration or consumption of 
service life. 


Shes purchase of capital goods is in 
reality the purchase of future serv- 
ices. Units of plant are conceived as 
bundles of services say Professors Paton 
and Littleton. 

As stated by two other teachers of ac- 
counting, 


. . . the very physical definiteness of build- 
ings, machinery, and equipment has been an 
important source of popular fallacies. The 
concept of a building, machine, or piece of 
equipment as capacity for so much shelter, 
for so many operations, or for so much serv- 
ice is of assistance not only in determining 
an outlay to have been for a capital charge 
as opposed to an expense item, but also in 
understanding the nature of depreciation. 
Thus an outlay for a truck is in reality an 
outlay for transportation service rather than 
for a physical object. Every ton-mile pro- 
duced reduces the service capacity of the 
truck and every operation performed by a 
machine reduces the capacity of that ma- 
chine. ... 
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Plant costs are incurred to make fu- 
ture production possible. The printing 
press ripens into books says Professor 
Taussig. Each use of plant results in 
some kind of production. Production 
brings into realization a part of the ulti- 
mate yield of the asset. Thus the service 
life, which is the economic life, is con- 
sumed. Revenues are derived from the 
present realization in whole or part of 
the stored up services of an asset or 
group of assets. As the service life is 
used up the cost of the part consumed 
should be removed from the asset and 
recorded as an expense, an expense of 
doing business. A part of the cost of the 
plant becomes an expense of obtaining 
the revenues. This is a phase of the 
matching of costs against revenues con- 
cerning which a great deal is heard to- 
day. 

I believe that there is great unanimity 
of opinion today supporting the service- 
life principle of determining deprecia- 
tion expense. To neglect depreciation 
expense is to invite disaster. The failure 
to recognize depreciation expense is just 
as serious as a failure to recognize labor 


or fuel costs. A utility which does not 
reflect its best estimate of depreciation 
expense according to the service-life 
principle is committing a very serious of- 
fense in my opinion. 


HERE are several methods of dis- 

tributing to operating expense the 
cost of plant assets. A time basis (that 
is, service life stated in years) is usually 
employed, but the unit of production 
method is used for certain capital ex- 
penditures of natural gas companies. As 
to those depreciation methods based upon 
lapse of time, the straight-line method 
has widest use. The tendency is toward 
a greater use of that method. The Fed- 
eral Power Commission has sanctioned 
the compound interest method in one 
case and the sinking-fund method in an- 
other, but the straight-line method has 
been used in other cases. 

We would probably not. have much 
difficulty in agreeing that the service life 
principle is the proper basis for deter- 
mining depreciation expense. There 
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probably is a wide parting of the ways, 
however, when it comes to determining 
depreciation in the rate base. I believe 
the depreciation sustained in plant assets 
as of any date is the exhausted service 
life at that time. I believe that to a going 
concern a group of assets, one-quarter of 
whose service life has expired, is 25 per 
cent depreciated. As I have indicated, 
when we buy assets we buy stored-up 
services or work units; the extent of de- 
preciation at any time is the extent these 
services or work units have been used 
up. It follows that depreciation expense 
and depreciation in the properties are 
complementary and should be determined 
according to the same _principle—the 
service-life principle. It follows, too, that, 
in my opinion, the best measure of exist- 
ing depreciation to a going concern is a 
properly computed depreciation reserve. 
Observed depreciation, as such, has no 
merit as a measure of existing deprecia- 
tion. It is not directly related to service 
life. A thorough study of the properties 
is extremely valuable, but only if directed 
toward service-life determinations and 
not toward physical condition, appear- 
ance, and mechanical fitness. 


E are witnessing great efforts on 

the part of the regulatory agencies 
to apply consistent principles in the de- 
termination of depreciation expense and 
accrued or existing depreciation. This 
consistency should be obtained by em- 
phasizing the service-life principle. There 
is a possibility that consistency may be 
obtained by making depreciation expense 
conform to observed depreciation. The 
late Mr. Justice Butler encouraged this 
thought in his concurring opinion in the 
Lindheimer Case. Consistency obtained 
in this manner would change observed 
depreciation from a windfall to the utili- 
ties to a landslide. 

I reiterate my view that every effort 
should be made to get utilities to record 
adequate depreciation expense according 
to the service-life principle and that such 
depreciation expense, and the resulting 
reserve, should be used in the income and 
rate base determinations in public utility 
rate case proceedings: 
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In conclusion, I would like to refer 
to a classic statement on depreciation by 
the Supreme Court of the United States. 
In Illinois C. R. Co. v. Interstate Com- 
merce Commission (1907) 206 US 441, 
462, 51 L ed 1128, the railroad company 
claimed that the cost of certain improve- 
ments should be charged to expense. 
The court said: 


But, may they be so charged? Appellants 
contend that the answer should be so obvi- 
ously in the affirmative that it should be 
made an axiom in transportation. On prin- 


ciple it would seem as if the answer should 
be otherwise. Jt would seem as if expendi- 
tures for additions to construction and 
equipment, as expenditures for original con- 
struction and equipment, should be reim- 
bursed by all of the traffic they accommo- 
date during the period of their duration. 


That is one of the best statements I 
know of concerning depreciation and the 
service-life principle thereof. It ante- 
dates by a good many years the “match- 
ing of costs with revenues” idea preva- 
lent today. 





Depreciation under the Public Utility 
Holding Company Act of 1935 
By MAURICE C, KAPLAN* 


HE Securities and Exchange Com- 

mission has, in a sense, a more lim- 
ited interest in depreciation than do rate 
regulatory commissions. Under the 
Holding Company Act, the commission 
has no direct powers or responsibilities 
with respect to depreciation as a factor 
in allowable expenses for rate regula- 
tory purposes, nor with the proper 
function of the accrued depreciation 
reserve in determining the rate base. 
That is the problem of the various state 
commissions and, in some respects, of 
the Federal Power Commission. 

The SEC’s statutory concern with 
depreciation arises out of the obligations 
which Congress has placed upon it under 
the various sections of the act, in regard 
to holding company-subsidiary company 
relationships, to protect the financial 
integrity of companies in holding com- 
pany systems, to safeguard the working 
capital of public utility companies, to 
prevent the payment of dividends out 
of capital or unearned surplus, and to 
refuse to permit the issuance of securi- 
ties which do not conform to certain 
specific statutory standards, implicit in 
which is adequate depreciation. In addi- 
tion, the commission’s powers as to the 


*Attorney, Securities and Exchange Com- 
mission. 


accounts and records of holding com- 
panies and subsidiaries, including depre- 
ciation, and its powers as to the simpli- 
fication and elimination of unnecessary 
complexities in holding company systems, 
may involve jurisdiction over financial 
aspects of depreciation practices. The 
specific statutory tasks imposed by Con- 
gress upon the commission reflect a gen- 
eral statutory interest in the prevention 
of “milking” of operating companies by 
holding companies through policies of 
inadequate depreciation and excessive 
dividends and, more affirmatively, a stat- 
utory interest in the maintenance or 
establishment of strong and healthy util- 
ity companies. 


HE serious ill effects of inadequate 
depreciation upon the financial well- 
being of a utility company and its detri- 
mental effects upon investors and con- 
sumers are recognized almost universally 
today. Depreciation expense is an opera- 
ting cost which measures the loss in the 
useful life of the utility plant. If the an- 
nual accruals for depreciation are under- 
stated, there is a corresponding over- 
statement of net income and earned sur- 
plus. 
Investors are given an illusory and 
false impression as to earning coverage. 
Moreover, if the overstated earnings are 
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paid out in dividends, as they frequently 
are, the financial integrity of the compa- 
ny is jeopardized and its capital may be 
impaired. The failure to accrue suffi- 
cient amounts for depreciation also re- 
sults in an inadequate depreciation re- 
serve and, as a consequence, the net book 
value of the company’s assets is exag- 
gerated. This, likewise, is seriously mis- 
leading to investors. Obviously, the main- 
tenance of invested capital must precede 
the showing of profits; hence all costs 
and expenses of doing business, includ- 
ing the expiration of capital investment 
through depreciation, must be deducted 
from gross revenues if management, 
investors, and consumers are to avoid 
being deceived as to the financial condi- 
tion of the company. 


FR’: if any, nonutility American 
industries have been characterized 
by policies of inadequate depreciation to 
the extent practiced in that segment of 
the electric and gas industries controlled 
by holding companies. The existence of 
such practices in holding company sys- 
tems is not purely fortuitous. In the late 
1920’s, when the holding company was 
selling its securities to the public at rose- 
ate price levels, it was considered desir- 
able to have financial statements showing 
great profits and substantial dividend 

‘income from subsidiaries in order to bol- 
ster and maintain the market for holding 
company securities. When the great de- 
flation occurred, the pressure to keep de- 
preciation down and to maintain divi- 
dends to the parent company was accen- 
tuated. 

Many holding companies needed the 
“dividends” badly to service their se- 
curities, to keep them, in some cases, 
from bankruptcy or from the accumula- 
tion of preferred stock arrears. The in- 
terests of consumers and of direct in- 
vestors in the operating company—the 
bondholders and preferred stockholders 
of the operating company—and the 
long-run interests of holding company 
security holders in not receiving a return 
of their capital under the guise of divi- 
dends were neglected in these holding 
companies’ efforts to stay afloat. 
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During these periods, some regulatory 
commissions did not take active steps to 
force more adequate depreciation for 
corporate purposes. Statutes prescribing 
the powers of many state commissions 
gave them only limited duties in the pres- 
ervation of the general financial in- 
tegrity of operating companies and, 
while adequate depreciation might be al- 
lowed for rate-making purposes by a 
state commission, the utility, for corpo- 
rate and dividend purposes, might legally 
follow entirely different practices. There 
was, undoubtedly, some feeling, too, 
that there was a conflict of interest be- 
tween investors and consumers as to ade- 
quate depreciation and that a consumer’s 
primary concern was merely to prevent 
excessive depreciation as an allowable 
expense in the rate-making process. The 
feeling that a conflict of interest existed 
between investor and consumers as to 
depreciation was undoubtedly aided by 
the contention of utilities that the ac- 
crued depreciation reserve should not be 
deducted from the rate base. 


HE use of the now discredited retire- 

ment method of accounting, which 
had the sanction of regulatory authorities 
for many years, was also partially re- 
sponsible for the inadequate accruals and 
reserves in the industry. This method 
tended merely to provide for property 
retirements that would materialize in the 
near future and did not purport to take 
into account the depreciation of other 
assets which had an expected longer life. 
The retirement method ignored the ne- 
cessity of a regular amortization of de- 
preciable assets over their useful life for 
the proper determination of income. It, 
futhermore, contains grave inherent 
dangers when the accounting company is 
a part of a youthful and growing indus- 
try—such as the electric power industry. 
Retirements are relatively low in the 
early years of a new industry or when the 
industry is expanding and adding new 
properties. In the maturing or declining 
years, however, experience shows that 
retirements become heavy. Unless the 
years of youth and growth in the indus- 
try have borne a proportionate share of 
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APPENDIX 


the accumulating depreciation, charges to 
expenses in the later years must be 
correspondingly increased. The static 
or declining business is usually unable to 
absorb such increased charges, and the 
inevitable reorganization and write-down 
of assets, with their attendant losses to 
investors and consumers, occurs. The 
history of steam and street railways are 
cases in point. 

The excellent reports on depreciation 
of the depreciation committees of the 
National Association of Railroad and 
Utilities Commissioners have done much 
to foster the growing understanding that 
investors and consumers have a unified 
interest in adequate depreciation ac- 
cruals. 

The Securities and Exchange Com- 
mission has not attempted to date any 
over-all efforts to adjust the depreciation 
practices of the companies under its 
jurisdiction to present-day financial 
standards of sound corporate practice 
and accounting. Most of its efforts to 
improve depreciation accounting have 
arisen in connection with specific cases 
brought before the commission by an 
applicant utility desiring to issue and sell 
securities. Obviously, under the stand- 
ards of the act, the commission could 
not permit the securities to be issued 
without making efforts to correct im- 
portant understatement of expenses — 
such as depreciation—and understate- 
ments of the depreciation reserve. 


|B esas accruals permit the 
retention of funds in the business 
which are available for the financing of 
property additions or replacements, debt 
retirements or similar purposes, with the 
consequent effect of lessening the number 
of securities which might otherwise be 
outstanding. Studies of utility companies 
show that companies with adequate de- 
preciation reserves have proportionately 
less securities outstanding in relation to 
total utility property than companies 
with small reserves. The special com- 
mittee on depreciation of the National 
Association of Railroad and Utilities 
Commissioners, in their 1938 and 1939 
reports, illustrated the effects of depre- 


ciation practices on security structure by 
a comparison of the practices of the Bell 
Telephone system with the electric util- 
ity industry. 

The Bell Telephone system has fol- 
lowed depreciation accounting consis- 
tently since at least 1913, while the 
greater part of the utility industry has 
been under the retirement method until 
recently. As of December 31, 1939, the 
depreciation reserves of the Bell Tele- 
phone system amounted to 28.4 per cent 
of total telephone plant, and the depre- 
ciation reserves of the electric utility in- 
dustry amounted to 12.5 per cent of total 
utility plant. As a result of much lower 
depreciation accruals, the electric utility 
industry was forced to issue securities 
for capital replacements or additions to 
make up the difference. Thus, the ratio 
of total securities outstanding to total 
utility plant, investments, and net current 
assets in the case of the Bell system was 
67.7 per cent, compared with 84.5 per 
cent for the electric utility industry. 
While the two industries are not strictly 
comparable, of course, the figures do in- 
dicate that lower depreciation accruals in- 
evitably require the issuance of further 
securities during a large part of the life 
of the enterprise. Indeed, inadequate 
depreciation accruals and reserves — 
where no offsetting “earned surplus” is 
present—constitute a subtle way of 
“watering” stock which may have been 
originally issued for full consideration. 
The stockholder is paid back his capital 
in the form of alleged dividends—the 
stock, however, remains on the books at 
its full value even though assets reflecting 
its equity have been drained from the 
company. 


O protect new and existing security 

holders against such ill effects of in- 
adequate depreciation, the commission 
has insisted on certain protective meas- 
ures. In bond issue cases, indentures 
have been required to contain a pledge 
upon the part of the issuer to provide 
minimum fixed percentages of gross rev- 
enues for annual maintenance and de- 
preciation. These percentages have been 
increased in security issues which have 
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passed through the commission in the 
past year. Usually these percentages 
have been at a bare minimum level and 
have had an objectional feature in that 
they are based on gross revenues rather 
than upon depreciable property—which 
most authorities strongly prefer. The 
commission has also required indenture 
provisions restricting the issuance of 
securities based upon property additions 
attributable to depreciation accruals. 


I“ the case of inadequate depreciation 
reserves coming before the commis- 
sion in connection with security issues, 
the commission has attempted to make 
up for the mistakes of the past in a num- 
ber of ways. In certain cases, the re- 
ported and fictitious earned surplus has 
been made unavailable for any dividend 
charges or for any other charges, except 
certain limited and specified ones. In 
other cases, the commission has required 
a direct transfer of earned surplus to the 
depreciation reserve. In the recent 


Georgia Power Company financing, the 
company, after round-table conferences 


with the commission, agreed to increase 
its depreciation reserve by an amount in 
excess of $13,000,000. In the recent 
Appalachian Electric Power Company 
financing, the company consented to a 
‘ condition in the commission’s order of 
approval setting up a reserve account of 
$22,500,000 to be available for possible 
adjustments to its fixed capital accounts 
and/or its depreciation reserve accounts. 
These cases indicate the manner in 
which the commission is attempting to 
bridge the transition from retirement ac- 
counting to depreciation accounting. 
The impact of the national defense 
program upon public utilities with their 
urgent need for ever-increasing amounts 
of power has made all regulatory com- 
missions unusually sensitive to the im- 
portance of adequate depreciation in the 
financing of property additions. Regula- 
tory authorities would be grossly negli- 
gent if they permitted necessary plant ex- 
pansion to be choked off because the util- 
ity had no funds as a result of too low 
depreciation accruals coupled with too 


liberal dividend payments, or if securi- 
ties were permitted to be floated to ob- 
tain cash when adequate depreciation 
would have obviated the necessity for 
the sale. 

Like other commissions who are 
trying to do their job, the SEC is 
currently studying depreciation and divi- 
dend practices of utility companies in de- 
fense production areas, particularly 
where estimates for projected power 
loads indicate that substantial plant ex- 
pansion is immediately necessary in the 
national interest. In appropriate cases, 
where the interests of the operating com- 
pany are being slighted in favor of the 
holding company’s continuing to draw 
up excessive dividends, protective meas- 
ures should be forthcoming. 


HERE is little question that depreci- 

ation practices of the industry have 
improved substantially in the past few 
years. The awakened interest of state 
commissions in adequate depreciation, 
partially a result of the emphasis upon 
its necessity by the National Association 
of Railroad and Utilities Commission- 
ers, pressures from the SEC, as well 
as voluntary action by the industry. 
has caused a general rise in the level 
of annual accruals. There is considerable 
doubt; however, as to whether progress 
has been sufficient. There remains a still 
unexplainable wide gap between depre- 
ciation for corporate purposes and de- 
preciation for income tax purposes—a 
gap which, to some extent, may have 
some justification, but whose breadth 
suggests that either the Bureau of In- 
ternal Revenue is being fooled badly or 
that utility companies are still under- 
accruing. This gap, parenthetically, oc- 
curs with much less frequency in the 
case of industrial companies. Generally 
speaking, most of the industry still faces 
the problem of adjusting its accrued de- 
preciation reserves to depreciation ac- 
counting standards rather than the dis- 
carded retirement system. These are 
some of the depreciation problems fac- 
ing the industry and regulatory commis- 
sions in the coming years. 
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RE TENNESSEE GAS & TRANSMISSION CO. 


TENNESSEE RAILROAD AND PUBLIC UTILITIES COMMISSION 


Re Tennessee Gas & Transmission 


Company 


[Docket No. 2506.] 


Certificates of convenience and necessity, § 76 — Grounds for grant or denial — 
Statutory factors. 


1. Factors set out in statutes as affecting the determination of public con- 
venience and necessity are not exclusive; these factors are to be treated 
in the light of reason and are not to be regarded as inflexible or rigid tests 
which must be applied in every possible case which could arise under the 
statute, p. 133. 


Certificates of convenience and necessity, § 121 — Natural gas pipe line — Ade- 
quacy of supply — Economic feasibility. 
2. The Commission, in considering an application for authority to construct 
a natural gas pipe line, must first analyze and ascertain whether the appli- 
cant has available adequate supplies of natural gas, and then whether the 
proposed new construction, in order to introduce natural gas into the state, 
is economically feasible, p. 133. 


Evidence, § 3 — Judicial notice — Effect of national emergency. 
3. Events occurring during a national emergency which have a decided 
effect upon the public convenience and necessity of a proposed natural gas 
pipe line, arising out of the expansion of the American industrial plant 
in order to meet a situation which has arisen internationally, are of such 
character as to be matters of public knowledge and consequently matters of 
which the Commission can judicially take notice, p. 134. 


Certificates of convenience and necessity, § 121 — Natural gas pipe line — 
Economic feasibility. 

4. Public convenience and necessity would be served by the construction 
and operation of a natural gas pipe line for transmission to distributing 
utilities, and to customers where permitted by the Commission, when it is 
shown that there is an ample supply of natural gas; that proposed facilities 
and estimates of construction costs are adequate; that there is a sufficient 
market to sustain the project; that sources of energy, in addition to exist- 
ing electric capacity, are needed for industry during a national emergency ; 
and that the project is economically feasible, p. 134. 


Franchises, § 5 — Approval by Commission — Natural gas pipe line. 

5. Franchises granted to a natural gas company for construction and opera- 
tion of a pipe line should be approved as necessary and proper for the 
public convenience, subject to stipulations as to restriction of competition, 
where the Commission has found the proposed construction and operation 
to be in the public interest and justifying a certificate of public convenience 
and necessity, p. 140. 
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Monopoly and competition, § 58 — Natural gas distribution — Restriction on 
pipe-line companies. gas 
6. Franchises for natural gas pipe-line construction should be approved anc 
subject to the stipulation that distributing companies, rendering adequate bui 
service within their respective territories shall be protected from competitive I 
distribution service, p. 140. ‘ing 
Monopoly and competition, § 3 — Introduction of natural gas — Effect on coal catt 
and railroad industries. siot 
7. Anticipated private losses of the coal industry and the railroad industry (N 
do not constitute a valid ground for denying authority to construct and the 
operate a natural gas pipe line in order to introduce natural gas into the 
state; the Commission cannot afford to mold its policies and decisions in te 
such a way as to afford special protection to vested interests at the ex- S101 
pense of technological progress and the public good, p. 142. cert 
nec 


on 


Certificates of convenience and necessity, § 77 — Assurance of financial support ie 
— Natural gas pipe line. Jur 

8. An applicant for authority to construct and operate a natural gas pipe that 

line, in order to introduce natural gas into the state, should be required, ( 
before receiving a certificate, to present to the Commission for its further proy 
consideration firm commitments for securing the finances necessary where do : 


the enterprise is of great magnitude, p. 144. en 
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APPLICATION for certificate of public convenience and neces- 


sity to construct and operate natural gas pipe line, with 

laterals, and for approval of franchises; application approved 

but cause retained for further disposition subject to showing as 
to adequacy of financial resources. 


By the Commission: This is a pro- 
ceeding upon application of the 
Tennessee Gas and ‘Transmission 


of certain franchises granted to it by 
various counties and governmental 
agencies in the state. 


Company under § 5502 et seq. of the 
Tennessee Code of 1932 for a certifi- 
cate of public convenience and neces- 
sity to construct and operate a natural 
gas pipe line from the Alabama state 
line near Lawrenceburg, Tennessee, 
eastwardly through the state of 
Tennessee to the North Carolina state 
line near Sevierville, with laterals to 
Nashville, Chattanooga, Knoxville, 
and various other cities and communi- 
ties in the state of Tennessee and fur- 
ther, under § 5453 of the Code of 
1932, for approval by the Commission 


The applicant company was organ- 
ized and created for the purpose of 
acquiring natural gas in the state of 
Louisiana and transmitting it through 
a pipe line to be constructed across 
Mississippi and Alabama and _ into 
Tennessee in order to supply and sell 
natural gas for domestic, commercial, 
and industrial uses in numerous com- 
munities in the state of Tennessee. 
The applicant states that it does not 
desire to engage in the distribution of 
natural gas but hopes and expects to 
sell to companies owning the existing 
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RE TENNESSEE GAS & TRANSMISSION CO. 


gas distribution systems in the state 
and to other companies which might 
build distribution systems. 

Prior to the filing of this applica- 
tion the company had made an appli- 
cation to the Federal Power Commis- 
sion in Docket No. G—165, 35 PUR 
(NS) 57, for a certificate authorizing 
the construction of this pipe line; but 
on July 22, 1941, the Power Commis- 
sion dismissed the application for a 
certificate of public convenience and 
necessity and held that it was without 
jurisdiction in the matter, finding 
that : 

(1) That cities and communities 
proposed to be served by the applicant 
do not constitute a market in which 
natural gas is already being served by 
another natural gas company; 

(2) Under § 7(c) of the Natural 
Gas Act, the Commission’s jurisdic- 
tion to issue certificates of public con- 
venience and necessity for the con- 
struction of facilities exists only when 
"it is proposed to construct such facil- 
ities for the transportation of natural 
gas to a market in which natural gas 
is already being served by another 
natural gas company. 

The hearing before the Federal 
Power Commission was a joint hear- 
ing, with Commissioner Jourolmon 
sitting for the Tennessee Commission 
and hearing the case with the trial ex- 
aminer for the Power Commission. 
The proceeding before the Federal 
Power Commission was heard over 
an extended period of time; and ex- 
haustive testimony was presented on 
all phases of the proposed construc- 
tion and operation of the said line, the 
record comprising many volumes of 
transcript. A suggested finding of 
facts was prepared by Commissioner 
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Jourolmon at the close of this hear- 
ing, but no order was entered except 
the order dismissing the application 
before the Federal Power Commis- 
sion for want of jurisdiction. 

At the hearing before the Tennessee 
Commission upon the instant applica- 
tion, the Chattanooga Gas Company, 
the Cleveland Gas Company, the Fay- 
etteville Natural Gas Company, and 
the Knoxville Gas Company filed in- 
tervening petitions setting out in gen- 
eral that these companies did not pro- 
test the granting of a certificate, but 
insisting that the certificate, if granted, 
be limited so as to prohibit the pipe- 
line company from competing in any 
way with the present distribution com- 
panies. Without formally interven- 
ing, the Nashville Gas and Heating 
Company, which owns the artificial 
gas distribution system in Nashville, 
made an oral statement in which it 
advanced a similar insistence. 

Appearances and interventions in 
opposition to the granting of the pro- 
posed certificate of convenience and 
necessity were made for the National 
Coal Association, Clinchmore Coal 
Mining Company and Southern Col- 
lieries, Inc., Kentucky Coal Agency, 
Tennessee Retail Coal Merchants As- 
sociation, the International Organiza- 
tion of United Mine Workers, and 
District 19 of the United Mine Work- 
ers, the Illinois Central Railroad 
Company, the Tennessee Central 
Railway Company, the Southern Rail- 
way Company, the Nashville, Chatta- 
nooga and St. Louis Railway, and the 
Cincinnati, New Orleans and Texas 
Pacific Railway Company. 

Upon application of the petitioner 
the entire record of the hearing be- 
fore the Federal Power Commission 
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in Docket No. G—165 was introduced 
in the instant proceeding, the Com- 
mission ruling that in order to expe- 
dite the hearing and avoid burdening 
the parties with the necessity of pre- 
senting all the evidence a second time, 
it would allow the introduction of this 
record and would consider pertinent 
evidence contained therein. The par- 
ties were given the opportunity to call 
for further cross-examination any 
witnesses who had testified before the 
Federal Power Commission. 

In addition to the evidence con- 
tained in the record above mentioned 
and cross-examination of the witness- 
es called for further cross-examina- 
tion, testimony was heard on behalf of 
the several existing gas companies rel- 
ative to the question of limitation of 
any certificate which might be granted 
to the applicant so as to prevent com- 
petition. These parties insisted also 
that they did not want any definite 
rates established at this time under au- 
_ thority of the Commission. 

Intervener railroads presented evi- 
dence designed to show the depend- 
ence of rail carriers upon the carriage 
of coal. Such evidence related to the 
amounts of coal, and the amount of 
revenues derived therefrom, shipped 
over said railroads to points proposed 
to be served by natural gas. These 
interveners also introduced evidence 
of the amount of taxes paid by them 
in Tennessee and the number of their 
employees and their total compensa- 
tion. 

Evidence was presented by the 
representatives of the coal industry to 
show the amount of bituminous coal 
recoverable in this and adjoining 
states, the amount of production, the 
number of workers employed in coal 
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production, and on other related mat- 
ters. The United Mine Workers, a 
labor group, also presented evidence 
relative to the effect of the substitution 
of natural gas for coal, and further in- 
troduced certain other evidence on nat- 
ural gas prices and other related mat- 
ters. 


Applicable Statutory Provisions 


The statutes of Tennessee prohibit 
any person from commencing the 
construction of any line or system to 
be operated as a public utility, or 
which, under operation, constitutes 
the operator thereof a public utility, 
without first obtaining from the Rail- 
road and Public Utilities Commission 
a certificate that the present or future 
public convenience and necessity re- 
quire or will require such construc- 
tion, establishment, and _ operation. 
Code of 1932, § 5502. This is irre- 
spective of whether the proposed 
service would constitute a competitive 
service or not. But the same section 
likewise prohibits any company from 
entering a public utility service in the 
state of Tennessee or constructing any 
facilities in order to render such serv- 
ice in competition with any existing 
public utility, without first following 
the same course and obtaining from 
the Commission a certificate of pub- 
lic convenience and necessity. In ei- 
ther instance, the certificate can only 
be granted by the Commission “after 
written application and hearing.” 

It is indicated by the statute that 
in such a hearing the Commission 
shall consider certain relevant facts 
bearing upon the public need for the 
service, and the ability of the appli- 
cant to render same. The statute spe- 
cifically refers to (a) “the financial 
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ability and good faith of the appli- 
cant”; (b) “the necessity for addi- 
tional service in the municipality or 
territory”; (c) “engineering plans 
and other information fully descrip- 
tive of the proposed development” ; 
and (d) “such other matters as it (the 
Commission) deems relevant.” Code 


of 1932, §§ 5503 and 5505. 


Our attention should be drawn to 
the points of similarity between these 
statutory provisions and the factors 
which have been listed by the Federal 
Power Commission for determining 
the existence of “a market in which 
natural gas is already being served” 
under the Natural Gas Act of 1938. 
In its one definitive case, namely, Re 
Kansas Pipe Line & Gas Co. (1939) 
30 PUR(NS) 321, 327, the Power 
Commission said : 

a" The capacity of existing 
pipe lines to serve proposed new terri- 
tory; the availability of adequate 
financial resources to pay for proposéd 
construction; the availability of ade- 
quate supplies of natural gas; the 
economic feasibility of the proposed 
extensions or new construction—all 
or some of these and other factors may 
affect the delineation of what new or 
unserved area is within a ‘market,’ and 
are properly matters for us to consider 
in our resolution of the jurisdictional 
problem.” 


In the Tennessee statute, an at- 
tempt was made to draft a statute 
which might apply to every different 
type of utility service; in the Federal 
Power Commission’s opinion, a nar- 
row field covering the service of nat- 
ural gas only was within the purview 


of the Commission. Allowing for 
these two vitally different viewpoints, 
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the matters for consideration are quite 
similar. In the same opinion, at p. 
327, the Federal Power Commission 
found that the word “market” was 
intended “to embrace that territory 
within which a natural gas company 
can economically render adequate serv- 
ice by reasonable extensions of its fa- 
cilities, having due regard, among 
other factors, to the sufficiency of its 
available reserves of natural gas.” 


[1, 2] While the statutes of 
Tennessee set out certain factors which 
may affect the determination of public 
convenience and necessity, these fac- 
tors thus set out are not exclusive. 
By like token, these factors are to be 
treated in the light of reason, and are 
not to be regarded as inflexible or rig- 
id tests which must be applied in every 
possible case which could arise under 
the statute. Upon the independent 
facts and circumstances which may 
arise in various cases, some of these 
factors may assume great importance 
and other factors small. When the 
Federal Power Commission refers to 
the regard due “‘to the sufficiency of 
its available reserves of natural gas,” 
it is returning to one factor which is 
clearly indispensable in any case in- 
volving the granting to a company of 
a certificate of public convenience and 
necessity for the introduction of nat- 
ural gas. Beyond this, the economic 
feasability of the projected construc- 
tion would certainly be an essential 
factor. Other factors which are re- 
ferred to, even including so important 
a matter as financial resources, are 
collateral ones under the most normal 
circumstances which may arise in cer- 
tificate cases. In other words, if a 
company has clearly adequate reserves 
of natural gas, and if a market exists 
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in which it is economically feasible to 
sell such natural gas to the advantage 
both of the public and of the company, 
it is almost certain that financial re- 
sources would be made available for 
constructing and operating the project. 
Accordingly, it will first be necessary 
for the Commission to analyze and 
ascertain whether the Tennessee Gas 
and Transmission Company has avail- 
able adequate supplies of natural gas, 
and then whether the proposed new 
construction in order to introduce such 
natural gas into the state of Tennes- 
see is economically feasible. 


Adequacy of Natural Gas Supply 


[8, 4] The Tennessee Gas and 
Transmission Company proposes to 
acquire its supply of gas by contract 
with four different oil and gas produc- 
ing corporations, each with large hold- 
ings in the southern Louisiana gas 
fields : the Atlantic Refining Company, 
which has contracted to furnish 12 
per cent of the applicant’s require- 
* ments; the Continental Oil Company, 
which has contracted to furnish 40 
per cent; the Stanolind Oil and Gas 
Company, which has contracted to 
furnish 30 per cent; and the Union 
Sulphur Company, Inc., which has 
contracted to furnish 25 per cent. 
These companies have thus contract- 
ed to supply a total of 107 per cent 
of the pipe-line requirements of the 
Tennessee Gas and Transmission 
Company. Each contract provides 
that the gas is to be purchased upon 
a 2-pound base above 14.7 pounds 
absolute pressure. Price schedules are 
identical, averaging 4.93 cents per 
thousand cubic feet over the 15-year 
period of contract. 
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Gas Reserves 


It is estimated that the reserves 
from the particular fields in question 
total 876,000,000 thousand cubic feet, 
This does not include an additional 
supply which is available from neigh- 
boring fields in the general area in 
question. The particular wells under 
contract to the applicant have a capaci- 
ty of 200,000 thousand cubic feet per 
day. Since the proposed pipe line of 
the applicant is to have a capacity of 
117,000 thousand cubic feet per day, 
there will be an ample supply left to 
take care of the prior commitments of 
the various companies, the prior com- 
mitments being estimated on the larg- 
est possible basis to be not more than 
36,000 thousand cubic feet per day. 
Witnesses for the applicant testified 
before this Commission that gas re- 
serves available for the proposed pipe- 
line operation could not conceivably 
be affected by competition from the 
use of natural gas in the carbon black 
industry and that the proposal of an- 
other company to build a major pipe 
line from the Louisiana fields into 
West Virginia would have no effect 
upon the adequacy of supply of the 
applicant. It, therefore, appears that 
the applicant will be amply supplied 
with gas for its pipe line, not only 
over the 15-year period of contract 
but also into the indefinite future. 


Conservation 


The process of extracting liquid 
hydrocarbons necessitates the produc- 
tion of a certain amount of gas, since 
the gas and the liquid are found to- 


gether in their natural state. When 
the proportion of gas to liquid is very 
high, the technical term used for the 
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fields is “gas condensate.” Gas con- 
densate fields are particularly preva- 
lent in the Louisiana area from which 
the applicant before the Tennessee 
Commission proposes to acquire its 
supply of gas. Louisiana state au- 
thorities, for reasons of conservation, 
have found it necessary to require that 
the gas produced in these fields must 
find some use or the wells must be 
shut down. Lack of market outlets 
for the gas renders this problem al- 
most impossible of solution under 
present conditions, and a large result- 
ant economic loss is occurring. It has 
amounted almost to confiscation of the 
gas condensate wells. In cases where 
the ratio of gas to oil is low enough 
for the wells to be classified as oil 
wells, and thus allowed to be opened, 
there is still a large wastage of gas, al- 
though not as much proportionately 
as there would be in the cases of the 
high ratio (or gas condensate) fields. 
In some cases, the Louisiana authori- 
ties have permitted the opening of gas 
condensate fields for the extraction of 
oil, and a large wastage of natural 
gas has resulted. The situation is be- 
coming more and more critical as no 
apparent solution offers. Where eco- 
nomic values are realizable from the 
condensate the construction of appli- 
cant’s proposed pipe line would be a 
step toward the solution of this con- 
servation problem. Furthermore, the 
fact that these southern Louisiana gas 
fields are in the background is an ad- 
ditional assurance that the applicant 
has a permanent and adequate source 
of natural gas supply. 


Adequacy of Proposed Facilities and 
Construction Costs 


The main pipe line which is pro- 
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posed will begin at the end of the gath- 
ering system in Acadia parish, Louisi- 
ana, extending in a general northeast- 
erly direction across the states of 
Louisiana (crossing the Mississippi 
river at or near Natchez, Mississippi), 
Mississippi, and Alabama into Tennes- 
see, where it will end near Brace in 
Lawrence county. In addition to this 
main pipe line, there will be a gather- 
ing system from the ten producing 
fields in which applicant has gas pur- 
chase contracts, and two 12-inch lines 
will extend from Brace, Tennessee, 
through the entire area to be served, 
the first such line reaching Columbia, 
Franklin, and Nashville, with a lateral 
to Lebanon, Tennessee, and the second 
extending eastward (with numerous 
laterals) to Knoxville, Tennessee, and 
finally (reduced to smaller diameter ) 
to Asheville and neighboring com- 
munities in North Carolina. The pro- 
jected route appears to be entirely 
feasible and convenient for the pro- 
posed construction, and would offer 
adequate service to the territory pro- 
posed to be served by the Tennessee 
Gas and Transmission Company. The 
total direct cost of this proposed pipe- 
line system is estimated at $22,683,- 
562, including 1425.85 miles of pipe 
weighing a total of 111,170.2 tons. 
The estimate contains a 10 per cent 
allowance for contingencies, which is 
unusually high, but, in view of pres- 
ent disturbed world conditions, is 
probably necessary and likewise suf- 
ficient. The over-all estimate has not 
been seriously questioned as to ade- 


quacy. 

Sufficiency of Market to Sustain the 
Project 

In estimating the potential domestic 
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and commercial market to be served 
by the applicant, the applicant drew 
upon the experience of various gas- 
consuming communities, and partic- 
ularly that of Memphis, Tennessee. 
In Memphis, the ratio of meters to 
population is 1 to 9, with an annual 
consumption per domestic meter of 
over 60 thousand cubic feet. In 
Evansville, Indiana, this ratio is 1 to 5. 
The Alabama Gas Corporation shows 
a ratio of 1 to 7.7, based on the white 
population of the area served, with 
an annual consumption per domestic 
meter of 64.5 thousand cubic feet. 
The total population of the area to be 
served by the applicant is more than 
seven hundred thousand. The com- 
pany estimates accordingly that it 
might fairly expect to be serving 
around one hundred thousand domes- 
tic meters at the end of five years. 
Since the climate of the area to be 
served is somewhat cooler than that of 
Memphis, the company estimates that 
annual consumption per domestic 
* meter will at least equal that of Mem- 
phis, which, as stated above, amounts 
to 60 thousand cubic feet per domes- 
tic meter. 

Surveys made by the applicant an- 
ticipate a potential industrial market 
of about 48,543,466 thousand cubic 
feet per year. By the end of its third 
year of operation, the applicant could 
supply annually 21,600,000 thousand 
cubic feet of this demand at an aver- 
age price of 16.88 cents. By the 
fifth year of operation applicant would 
be selling 31,836,650 thousand cubic 
feet of gas (including both domestic 
and industrial). Since the total an- 
nual capacity of the pipe line is forty 
billion cubic feet, there would thus 
be a margin of 8,200,000,000 which 
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could be used to serve on an interrup- 
tible basis some of the large additional 
market not otherwise provided for. 
Since the increased cost of coal was 
not considered as a factor and since 
a number of large potential industrial 
loads have not been considered as a 
factor in estimating the potential in- 
dustrial market, the figure of 48,543,- 
466 thousand cubic feet which* was 
reached for total sales seems to be 
within the reasonable expectation of 
the applicant upon the diligent appli- 
cation of promotional effort. 

The evidence on the whole indi- 
cates that the potential market is am- 
ple and, while estimates of the Tennes- 
see Gas and Transmission Company 
for domestic and commercial sales are 
on a liberal basis, estimates of indus- 
trial sales are correspondingly con- 
servative. Consequently, the over-all 
result represents a reasonable expecta- 
tion of the load which should be at- 
tached by the use of energetic sales 
and promotional methods. 


Rates 


The rates proposed to be charged by 
the applicant will be of three classifi- 
cations: city gate rates (rates to dis- 
tributing companies), firm industrial 
rates (direct pipe-line sales to indi- 
vidual industries), and interruptible 
industrial rates (to be contracted in 
each individual instance). The city 
gate rate offered for the Nashville 
and Chattanooga areas is 26 cents to 
30 cents per thousand cubic feet (de- 
pending upon the type of load), as 
compared with 30 cents to 33 cents 
offered the Nashville distributing 
company by the Kentucky Natural Gas 
Company and 39 cents offered to the 
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Chattanooga Gas Company by the 
Southern Natural Gas Company. 

The applicant proposes to offer an 
industrial rate to the distributing com- 
panies of 12 cents per thousand cubic 
feet plus one-half the difference be- 
tween that amount and the rate 
charged by the distributor to the par- 
ticular customer. This rate as of- 
fered by the Kentucky Natural Gas 
Company would run from 224 cents 
up to 36 cents, and such sales would 
only be made on an interruptible ba- 
sis. Southern Natural Gas Company 
has offered in this class a rate upon 
a sliding scale based on the resale 
price which the Chattanooga Gas 
Company would charge. This would 
amount to an average of something 
above 22.15 cents per thousand cubic 
feet and upward which would be paid 
to Southern. This service likewise is 
offered only on an interruptible basis. 

It is represented by the applicant 
company that revenues which would 
be derived from the rates which are 
now proposed would total during the 
first year $2,981,717 and would rise 
to $6,579,606 during the fifth year. 
The Commission is not yet prepared 
to state whether the rates proposed 
are proper for sales to distributing 
companies for domestic, commercial, 
and industrial gas. However, it 
would seem that these rates proposed 
by the applicant, upon which its esti- 
mated revenues are predicated, will 
result in charges to local distributing 
companies for natural gas which 
should enable such distributing com- 
panies to lower the charges to ultimate 
consumers for natural gas service be- 
low the charges now.made by them for 
manufactured gas, heating value con- 
sidered. Both the wholesale rates of 


137 


the applicant and resale rates in intra- 
state commerce in Tennessee proposed 
to be charged by applicant and by the 
distributing companies will be subject 
to the ultimate control of this Com- 
mission from time to time. The rates 
offered by the applicant are received 
for filing by this Commission but are 
neither approved nor disapproved at 
the present time. Final determination 
of the rates of the applicant is hereby 
reserved by the Commission for a 
subsequent order. 


Public Demand 


There is much evidence of public 
demand for natural gas in the area 
under consideration. Representatives 
of the following industries have ex- 
pressed a need for natural gas in their 
operations, if it could be made avail- 
able at a cost which is not prohibitive: 
the phospate industry, the pulp and 
paper industry, the pencil industry, 
the hosiery industry, the structural 
steel industry, the aviation industry, 
and the aluminum industry. The 
cleanliness of gas as a fuel is an im- 
portant factor to industry. In addi- 
tion, there are certain industries, such 
as the phosphate and the structural 
steel industries, in which gas is par- 
ticularly adaptable and useful, and in 
some cases even essential, for special 
processes and operations. It has been 
testified that there are certain processes 
in the refining of phosphate rock for 
which gas is by far the superior fuel. 
It has also been testified that certain 
items in the structural steel industry 
could be manufactured, if gas were 
available, which are now being manu- 
factured only in areas where it is 
available. There can be no doubt that 
the area to be served is undergoing 
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an intensive industrial expansion, and 
there is every reason to believe that 
this expansion will accelerate and gain 
momentum during the next several 
years. It is unquestionable, therefore, 
that sources of energy in addition to 
those of the Tennessee Valley Author- 
ity will be needed. In a great many 
cases, natural gas is complementary 
to, rather than competitive with, elec- 
tricity. 

Numbers of manufactured gas com- 
panies already operating in the terri- 
tory would be glad of the opportunity 
to effect a conversion to natural gas. 
The testimony at the hearing before 
the Federal Power Commission gives 
every reason to believe that domestic 
and commercial consumers would like 
very much to have natural gas in their 
homes and business establishments, 
especially in the smaller communities 
of the state. Influential citizens from 
McMinnville, Columbia, Maryville, 
Nashville, Chattanooga, Athens, 
Franklin, Cleveland, Lenoir City, and 
* Shelbyville recited the respective local 
demand for natural gas, and estab- 
lished clearly the fact that there is a 
public demand for introduction of this 
fuel in all parts of the state. The use 
of natural gas would also be quite 
helpful in the various smoke abate- 
ment efforts which are being under- 
taken in the larger cities. 


Effects of National Emergency 


Recent events have occurred which 
have a decided effect upon the public 
convenience and necessity of the pro- 
posed operation. These facts, arising 
out of the expansion of the American 
Industrial plant in order to meet the 
situation which has arisen internation- 
ally, are of such character as to be 
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matters of public knowledge, and con- 
sequently matters of which this Com- 
mission can judicially take notice. 

The first and most serious electric 
energy shortage in the present nation- 
al emergency has developed within the 
past four months in the southeastern 
part of the United States, and in that 
precise area in which the Tennessee 
Gas and Transmission Company seeks 
to operate. The Southeast is faced by 
a problem of great magnitude and the 
prospect of an accumulating electric 
power shortage due to increasing de- 
mands for aluminum and other de- 
fense production. The area is con- 
fronted with the realization that this 
shortgage will critically limit essential 
defense production unless remedied. 
The production of aluminum is the 
key to this problem which affects the 
Southeast. In this region there exist 
at the present time one of the nation’s 
largest aluminum plants at Alcoa, in 
Blount county, Tennessee, and another 
at Badin, North Carolina, while pro- 
jected plants have been proposed for 
establishment in the area adjacent to 
Muscle Shoals, Alabama. With the 
expanded defense program of today, 
the Office of Production Manage- 
ment has estimated the nation’s 
aluminum needs to be 1,400,000,000 
pounds per year, almost a fourfold 
increase over the production of 1939, 
which was 325,000,000 pounds. To 
produce 1,400,000,000 pounds of 
aluminum will call for a minimum of 
14,000,000,000 kilowatt hours of elec- 
tricity, and a large proportion of this 
will be called for in the area which the 
applicant herein desires to serve. 

The National Defense Power Sur- 
vey, conducted by the Federal Power 
Commission, as it affects Power Sup- 
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ply Area No. 20, which embraces the 
territory to be traversed by the pro- 
posed lines of the applicant, shows 
that in this area the peak load in kilo- 
watts has more than doubled since 
1937 and will be practically triple the 
1937 figure by the end of the present 
year. There is no similar increase of 
power use anywhere in the United 
States ; in fact, there is nothing which 
even approaches it. The charts of the 
Federal Power Commission already 
show that the peak load in kilowatts 
now exceeds the dependable capacity 
of the entire area in kilowatts. In an 
effort to overcome this deficiency in 
energy production, far-reaching steps 
have been taken to create a 17-state 
power pool, joined in by all major 
generating electricity companies and 
public agencies in the area which can 
transmit energy for the use of the defi- 
cit territories. One of the most im- 


perative things in our present defense 
economy is to supplement the known 
deficit of electric capacity in this area. 

Under these circumstances there is 
a pressing necessity for supplementing 
electric power with natural gas in this 


particular area. By substitution of 
natural gas for many industrial proc- 
esses calling for heating or hardening 
only, electricity can be released for 
use where electrolysis is essential. The 
improvement of equipment and meth- 
ods for industrial heating evolved 
since the last World War has made 
possible the utilization of natural gas 
in order to produce better steels, 
bronzes, alloys, and other metals than 
were obtainable twenty-five years ago. 
There is, likewise, the possibility of 
using natural gas as a permanent 
source of energy to supplement hydro- 
electric power, in which case it can be 
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used for firming up the energy of the 
areas already having well-developed 
hydroelectric resources. 


Economic Feasibility of the Proposed 
Construction 


The applicant has attempted to es- 
timate the results of the operation of 
the proposed facilities for the first 5- 
year period. The estimates made by 
competent and conservative engineers 
have not been challenged very serious- 
ly by opposing parties, either before 
the Federal Power Commission or 
before the present Commission. The 
estimated operating expenses include 
cost of gas of $557,982 for the first 
year of operation and $1,446,093 for 
the fifth year of operation. Other 
operating expenses are estimated at 
$802,604 for the first and $1,019,183 
for the fifth year. Deducting these 
expenses from estimated revenues of 
$2,981,717 for the first year and $6,- 
579,606 for the fifth year results in a 
gross operating income of $1,621,131 
for the first year, which would be ex- 
pected to increase to $4,114,330 in the 
fifth year. After deductions for es- 
timated interest, depreciation at 34 
per cent, Federal taxes, and sinking- 
fund amortization, estimates of net 
income available for dividends amount 
to $74,292 in the first year of opera- 
tion and $1,544,731 in the fifth year of 
operation. The fact that numerous 
adverse natural gas engineers had an 
opportunity to challenge these esti- 
mates, but did not do so successfully, 
indicates to the Commission that such 
estimates are trustworthy; and ac- 
cepting them as estimates worthy of 
trust and confidence, the Commission 
finds that there is clearly a showing on 
the record that the project proposed by 
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Tennessee Gas and Transmission 
Company is economically feasible. 

The foregoing recital is sufficient to 
indicate that the record contains ample 
evidence disclosing an urgent need for 
an adequate supply of natural gas as 
a cheap fuel. The area proposed to 
be served is probably one of the most 
rapidly developing industrial sections 
in the United States. An adequate 
supply of natural gas would, in the 
opinion of the Commission, materially 
aid in this development and would 
also be a material aid in preventing a 
possible power shortage. As_ the 
Federal Power Commission said in Re 
- Kansas Pipe Line & Gas Co. (1939) 
30 PUR(NS) 321, 346: “We believe 
that the inconvenience of being with- 
out natural gas service and the benefits 
accruing to the consuming public gen- 
erally from natural gas service are too 
well known to require intensive dis- 
cussion here.” 

The Commission is accordingly of 
the opinion, and finds for the reasons 
heretofore set out in this opinion, that 
public convenience and necessity re- 
quire and will be served by the intro- 
duction of natural gas as proposed by 
the applicant. 


Approval of Franchises 


[5,6] The applicant has presented 
to the Commission a number of fran- 
chises conferred upon it by various 
counties in the state of Tennessee. 
Twenty-six counties, through which 
the applicant proposes to run its pipe 
lines, and in most of which it proposes 
to render natural gas service, have 
granted franchises for the construc- 
tion of pipe lines and other facilities, 
including the obtaining of rights of 
way. These twenty-six counties are: 
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Williamson, Marion, Bledsoe, Roane, 
Knox, Wayne, White, Coffee, Maury, 
Monroe, Polk, Marshall, Bradley, 
Hamilton, Warren, Grundy, McNairy, 
Loudon, Hardin, Blount, Sequatchie, 
Lawrence, Bedford, McMinn, Lin- 
coln, and Giles. 

These franchises are presented to 
the Commission for approval under 
§ 5453 of the Code of 1932. This sec- 
tion is as follows: 

“Privileges or franchises not valid 
until approved by Commission; con- 
ditions imposed; proviso.—No privi- 
lege or franchise hereafter granted to 
any public utility by the state of 
Tennessee or by any political subdivi- 
sion thereof shall be valid until ap- 
proved by said Commission, such ap- 
proval to be given when, after hear- 
ing, said Commission determines that 
such privilege or franchise is neces- 
sary and proper for the public con- 
venience and properly conserves the 
public interest, and the Commission 
shall have power, if it so approves, to 
impose such conditions as to construc- 
tion, equipment, maintenance, service, 
or operation as the public convenience 
and interest may reasonably require; 
provided, however, that nothing here- 
in contained shall be construed as ap- 
plying to the laying of sidings, side- 
tracks, or switch outs, by any public 
utility, and it shall not be necessary for 
any such public utility to obtain a cer- 
tificate of convenience from the Com- 
mission for such purpose.” 

Under the foregoing section, it be- 
comes the duty of the Commission to 
approve all such franchises presented 
by any public utility if the Commis- 
sion shall determine “that such privi- 
lege or franchise is necessary and 
proper for the public convenience and 
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properly conserves the public interest.” 
The above discussion of the consider- 
ations which prompt the Commission 
to find that public convenience and 
necessity would be served by the estab- 
lishment of such natural gas service as 
the applicant proposes is likewise ap- 
plicable to resolve the question as to 
whether the franchises which, after 
due consideration, have been granted 
by twenty-six several political subdi- 
visions of the state of Tennessee are 
necessary and proper for the public 
convenience, and whether they con- 
serve the public interest. While the 
terminology used in the section is dif- 
ferent from, and while the strict obli- 
gation of proof for the one might dif- 
fer in some respects from, that in or- 
der to establish rights under the other 
section, the Commission is of the opin- 
ion that all of the factors referred to 
above would justify and warrant ap- 
proval of the franchises granted as in 
the public interest. 

In some of the counties in which 
franchises have been granted there are 
already existing utilities engaged in 
serving the public with artificial gas. 
This is a like service to that which is 
proposed by the applicant. If it were 
proposed that the applicant should en- 
gage in a competitive struggle with 
these existing utilities, an issue would 
be made which it would be necessary 
for the Commission to resolve. The 
applicant insists that it does not pro- 
pose to enter into direct competition 
with any distributing company but, on 
the contrary, proposes to sell gas to 
the distributing companies wherever 
they exist for distribution to the ulti- 
mate consumers. 

The franchises will be approved 
subject to this stipulation: In Knox 
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county, Hamilton county, Bradley 
county, and Lincoln county, and pos- 
sibly in some others, companies al- 
ready exist which have rights and dis- 
tribution service already established. 
So long as these companies are render- 
ing adequate service within their re- 
spective territories, it would not be in- 
cumbent upon the Commission to ap- 
prove a competitive distribution serv- 
ice. In approving the franchise of the 
applicant in these particular counties 
no approval of competition is intended, 
and it is not the policy of the Commis- 
sion to promote competition in these 
respective counties. 

Section 5504 of the Code of 1932 
exists for the protection of existing 
utilities from unwarranted competi- 
tion, and this section of the Code will 
guide the Commission in its control of 
the relationship between the applicant 
as a transmission line company and 
the distribution companies. This sec- 
tion of the Code prohibits the Commis- 
sion from granting certificates for 
lines or systems which will be in com- 
petition with other lines and systems 
unless the Commission shall first de- 
termine that the facilities of the exist- 
ing plant, lines, or systems are inade- 
quate to meet the reasonable needs of 
the public, or that the public utility 
operating the same has refused or neg- 
lected or is unable to make the neces- 
sary extensions and additions in order 
to adequately render the proposed 
service. By reasonably construing 
this section of the Code, the Commis- 
sion will be able to maintain control 
of the service of natural gas through 
the mains of the applicant, preserving 
and safeguarding the mutual rights of 
the parties involved. The statute rec- 
ognizes and the Commission likewise 
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recognizes that cases may arise in 
which adequate service cannot eco- 
nomically be rendered by a particular 
company which occupies a given terri- 
tory, in which case it is necessary 
sometimes to call upon another com- 
pany to render that service, which it 
is able to do through its more ad- 
vantageous position. 

The policy which the Commission 
will foster will be, so far as possible, 
to establish rates from the applicant 
to the various distribution companies 
which will enable them to serve all 
proper customers within their respec- 
tive territories. Exceptions to this 


may occur ; but the Commission recog- 
nizes that if the local distribution com- 
pany can feasibly render any service 
within its territory, it should have the 
first opportunity to do so. According- 
ly, the applicant, before rendering 
service direct to any consumer of nat- 


ural gas, whether such consumer be 
residential, commercial, or large in- 
dustrial, will have to apply to the Com- 
mission under §§ 5502 and 5504 for 
a certificate to render such individual 
extension of service, wherever such a 
customer is within the existing terri- 
tory of a distribution system. Upon 
such application, border-line cases, 
which are particularly likely to arise 
on service to industrial customers, will 
be settled by the Commission as they 
arise; and the Commission will de- 
termine whether the pipe-line company 
or the established distribution ‘com- 
pany should be able to serve any par- 
ticular customer most properly and 
adequately. The Commission will 
thus be enabled to exercise its sound 
discretion upon presentation of the 
pertinent facts in individual cases. In 
effect this means that the certificate 
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which will be granted by the Commis- 
sion will authorize only service to ex- 
isting distribution companies and like- 
wise to industrial plants in areas not 
served by existing distribution plants, 

[7] In the present hearing it is 
significant that no utility engaged in 
a similar type of business appeared in 
opposition to the granting of a certifi- 
cate of public convenience and neces- 
sity to the applicant. Those utilities 
which appeared did so only in order to 
insure a proper limitation of such cer- 
tificate as might be granted, so as to 
prohibit competition within their re- 
spective territories and to protect their 
rights under § 5504 of the Code of 
1932. The only parties who appeared 
to protest the granting of a certificate 
were the representatives of certain 
unrelated industries. Representatives 
of the coal industry and of the rail- 
road industry appeared to protest the 
granting of any certificate which 
would permit the introduction of nat- 
ural gas into the state of Tennessee 
in any quantities whatever. These 
interests protested very earnestly 
against the granting of a certificate, 
insisting that the public would be in- 
juriously affected by the granting of 
such certificate. Looking at their pro- 
tests realistically, however, it must be 
conceded that their primary interest 
in making a vigorous protest was be- 
cause of the anticipated private losses 
which they might conceivably sustain 
through competition with natural gas 
as a fuel and through their inability 
to transport natural gas by railroad. 
As a secondary consideration, these 
interests are deeply convinced that 
their private losses might be so severe 
as to constitute a public loss, and from 
this they argue that since the public 
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would be injuriously affected there 
can exist no public convenience and 
necessity for the proposed natural gas 
service. Such an insistence is most 
ingenious, but an analysis will show 
that as the sole ground for rejecting 
the applicant’s petition it lacks conclu- 
sive validity. 


Opposition of Coal and Railroad 
Interests 


Evidence in opposition to the grant- 
ing of a certificate to the applicant was 
presented at the hearing by various 
intervening coal trade associations, 
coal mining companies, mine workers 
organizations, and coal-carrying rail- 
roads. This evidence consisted of a 
series of exhibits designed to show 
possible adverse effects of the proposed 
natural gas operation of the applicant 
upon the economic status and revenue 
prospects of the intervening parties. 

The Commission has given due con- 
sideration to this evidence. It is ful- 
ly cognizant of, and sympathetic with, 
the economic dislocations that fre- 
quently result from technological ad- 
vances. But as a regulatory body es- 
tablished for the purpose of insuring 
adequate utility services to the con- 
suming public, this Commission can 
not afford to mold its policies and de- 
cisions in such a way as to afford 
special protection to vested interests at 
the expense of technological progress 
and the public good. 


It is also true that when special in- 
terests seek to entrench themselves 
squarely athwart the path of progress, 
there is ordinarily a tendency on their 
part to exaggerate the losses they ex- 
pect to sustain if they are ultimately 


swept aside. Prospective injuries are 
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imagined under circumstances which 
really promise ultimate benefits to the 
protesting groups. Thus, coal inter- 
ests vigorously fought the develop- 
ment of cheap hydroelectric power by 
the TVA on the ground that the utili- 
zation of new water power resources 
would reduce the market for coal for 
steam power. But cheap TVA elec- 
tricity has so stimulated general in- 
dustrial development in the Tennessee 
Valley that the consumption of coal 
in the area, far from being reduced, 
has actually more than doubled in re- 
cent years. 

In the present case the opposition of 
the coal and railroad groups to the 
introduction of natural gas represents 
simply another instance of attempted 
social retardation by vested interests. 
And however solicitous this Commis- 
sion may feel toward the welfare of 
such groups, it cannot allow their spe- 
cial claims to prevail against the su- 
perior interests of the general public 
welfare. In the present case it is 
clear to the Commission that economic 
progress and the general public wel- 
fare will best be served by subordinat- 
ing the special interests of the coal 
and railroad groups to the unquestion- 
able benefits that will flow to the con- 
suming public as a whole through the 
availability of natural gas as a new 
source of energy. 

This same line of thought has guid- 
ed other commissions and other bodies 
in their deliberations upon the prob- 
lem of the dislocation of coal as a re- 
sult of the introduction of natural gas. 
The New York Public Service Com- 
mission in an opinion in the case of 
Re Cabot Gas Corp. (1936) 16 PUR 
(NS) 443, 474, had to deal with the 
same problem; and in the separate 
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opinion of Commissioner Burritt it 
was said: 

“The sale and transportation of the 
coal to Rochester and to other indus- 
tries in western New York, which the 
proposed sale of this natural gas would 
displace, would naturally seriously in- 
jure the business of the New York 
state railroads transporting coal to the 
merchants of western New York and 
to a certain extent would injure the 
business of coal companies supplying 
this coal. Is this a matter of suff- 
cient public interest to warrant the 
Commission in refusing its consent to 
build a pipe line and transport and sell 
the gas? 

“T am not greatly impressed by the 
competitive argument. Too much of 
the evidence on this point has little pro- 
bative value. The fact that coal com- 
panies lose business and railroads lose 
freight income should not be control- 
ling, if the larger public interest is bet- 
ter served by the change. Fuel oils 
and other fuels have made great in- 

-roads on coal usage; but who will say 

that they have not contributed largely 
to the convenience of the general pub- 
lic in labor, cleanliness, and efficiency, 
if not in savings? Automobiles and 
trucks have undoubtedly reduced the 
revenues of railroads, but few will 
deny that they have served the public 
convenience. If the fact that the 
general public interest will be served 
by the construction of this gas line 
has been established, the petition 
should not be denied for these reasons. 
To do so would be to impede and de- 
lay progress.” 

While it did not involve the intro- 
duction of natural gas, an opinion by 
the Pennsylvania superior court rela- 
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tive to hydroelectric development 
touches upon this same point. In the 
case of Pennsylvania Power & Light 
Co. v. Public Service Commission 
(1934) 112 Pa Super Ct 500, 3 PUR 
(NS) 152, 162, 171 Atl 412, the court 
said: 

By Great as is the interest of 
the commonwealth in the promotion 
and encouragement of the anthracite 
coal industry, it cannot lawfully, on 
that account, discriminate against a 
hydroelectric plant built with its sanc- 
tion at a cost of many millions of dol- 
lars which asks for authority to com- 
plete its equipment and use the product 
within its natural field.” 


Financial Resources of the Applicant 


[8] The foregoing discussion dis- 
poses of all essential issues with the 
exception of the adequacy of the finan- 
cial resources of the applicant to un- 
dertake an enterprise involving con- 
struction of utility facilities which will 
have a value when constructed of near- 
ly twenty-five million dollars. The 
Commission is impressed by the mag- 
nitude of this financial undertaking 
and recognizes that the flotation of 
the necessary securities in order to in- 
sure that the project will be adequately 
and conservatively financed will call for 
the participation of very strong in- 
vestment banking houses. In the ab- 
sence of any franchises or operating 
rights approved by final regulatory 
authorities in the states in which the 
construction and distribution is to oc- 
cur, it is extremely unlikely that firm 
commitments for financing such a 
project would be made by any financial 
house of sufficient strength to insure 
completion of the project. The appli- 
cant has introduced a contract which 
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it has entered into with O’Brien, 
Mitchell, and Company, an investment 
firm which the record in the case 
shows is strong and reputable, with a 
record of business engagements rep- 
utably and successfully conducted over 
a period of more than twenty-five 
years. In a case involving somewhat 
smaller flotations this commitment 
might by itself be accepted by the 
Commission as prima facie evidence 
of applicant’s financial ability. 

However, in the instant case, be- 
cause of the magnitude of the proj- 
ect, the Commission is impelled to re- 
quire a more complete showing as to 
the financial resources of the company. 
Until such showing is forthcoming, 
the Commission cannot find that all 
statutory requirements have been ful- 
filled as to the grant of a certificate 
that the present or future public con- 
venience and necessity requires or will 
require the construction and operation 
of the facilities proposed. . 

Accordingly, before the Commis- 
sion grants any certificate to the appli- 
cant it will be required to present to 
the Tennessee Railroad and Public 
Utilities Commission for its further 
consideration firm commitments for 
securing the finances necessary to pro- 
ceed with and complete the construc- 
tion of the proposed facilities and to 
adequately serve the public in the com- 
munities in Tennessee to which the 
applicant proposes to make natural gas 
available. The applicant is directed to 
present its plan for financing the proj- 
ect within 120 days from the date of 
this order. 

Aside from this one factor, the 
Commission is satisfied with the show- 


ing of public convenience and neces- 
sity and all factors involved therein, 
as at present shown in the records be- 
fore the Federal Power Commission 
and the Tennessee Railroad and Pub- 
lic Utilities Commission. It therefore 
follows that if the further showing 
made by the applicant, Tennessee Gas 
and Transmission Company, on the 
matter of the adequacy of its financ- 
ing, is satisfactory to the Commission, 
it is then the intention of the Commis- 
sion to authorize the issuance of a 
certificate of public convenience and 
necessity to the Tennessee Gas and 
Transmission Company to authorize 
the construction and operation of fa- 
cilities for the transportation or sale 
of natural gas in the state of Tennes- 
see in the various communities which it 
is proposed to serve, under the condi- 
tions recited and set forth hereinabove 
with reference to the service of par- 
ticular customers. This disposition 
of the application is based upon the 
facts shown in the record presently 
before the Commission. In arriving 
at the final disposition of the case, it 
is intended to take into consideration 
any changed facts and circumstances 
that may bear upon these proceedings, 
either as a result of our direction for 
further showings by the applicant, or 
otherwise. Nothing in this order 
shall be construed to prevent consider- 
ation by the Commission of any other 
application. 

It is accordingly ordered by the 
Commission that this cause be re- 
tained on the docket of the Commis- 
sion for such further and future dis- 
position as may be warranted upon fu- 
ture proceedings in this cause. 
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Pennsylvania Public Utility Commission 


Edison Light & Poser Company 


[Complaint Docket No. 11108.] 


Valuation, § 155 — Overheads — Undistributed construction expenditures. 


1. The Commission, in ascertaining the reproduction cost of electric utility 
property for rate-making purposes, allowed 18.1 per cent for undistributed 
construction expenditures, p. 150. 


Valuation, § 75 — Reproduction cost — Adjustments. 
2. The Commission, in ascertaining the reproduction cost new of an elec- 
tric company’s property for rate-making purposes, adopted its estimate of 
a former date, adjusted as to overheads and brought it up to date by add- 
ing the actual cost of additions and deducting the credits due to property 
retirements, making a further adjustment to exclude property not used or 
useful that was not retired on the books, p. 150. 


Valuation, § 100 — Accrued and annual depreciation — Property studies. 
3. Life estimates based on detailed studies of the actual properties whose 
lives are to be estimated may properly be used in computing accrued and 
annual depreciation applicable to used and useful depreciable property, 
p. 153. 
‘Valuation, § 102 — Depreciation — Straight-line method. 

4. From the age and life estimates of accrued and annual depreciation 
the Commission computed depreciation allowances relating to reproduction 
cost new and original cost of the depreciable property on the basis of the 
straight-line and 4 per cent compound interest methods, p. 157. 


Valuation, § 96 — Accrued depreciation — Financial statement. 
5. An electric company’s financial and operating statements, predicated 
upon book entries generally in conformity with the depreciation account- 
ing requirements, imposed by the Uniform System of Accounts, must be 
given considerable weight in determining the company’s accrued deprecia- 
tion, p. 158. 


Valuation, § 307 — Working capital — Electric utility. 


6. An allowance for cash working capital of an electric utility approxi- 
mately equal to one and one-half months’ expenditures is reasonable in 
establishing a rate base, p. 160. 


Valuation, § 332 — Going concern value — Separate allowance. 


7. No separate allowance is made for going value although that element 
with others is to be considered in determining fair value for rate-making 
purposes, p. 161. 
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Valuation, § 249 — Donated property. 
8. Donated capital received by an electric company from consumers must 
be excluded from the rate base, p. 161. 


Return, § 26 — Reasonableness —Money rates — Yields of stocks and bonds. 
9. The Commission, in determining a fair return to an electric company, 
must consider money rates and bond and stock yields, and give to them 
whatever weight may be warranted by the circumstances, p. 162. 


Return, § 87 — Reasonableness — Electric companies. 


10. A return of 6 per cent to an electric company was held to be reason- 
able, p. 162. 


Expenses, § 71 — Estimate of maintenance costs. 
11. The Commission, in determining an electric company’s maintenance 
costs applicable to production property, adopted the average cost for a 
10-year period, p. 164. 


Expenses, § 66 — Noncompensatory rate to affiliate — Steam service of electric 
utility. 

12. An adjustment should be made in the production expenses of an elec- 
tric utility to provide a compensatory steam rate where the company owns 
and operates a central generating plant which is mainly used for the 
production of steam for sale to an affiliated company during the steam- 
heating season, p. 164. 

Apportionment, § 24 — Expenses — Electric and heating plant. 
13. An allowance for the price of steam supplied by an electric company 
to an affiliated steam-heating company should be based on a considered 
judgment of all the facts, with proper allowances for return, depreciation, 
and out-of-pocket costs, instead of assigning to steam production only in- 
cremental or incidental out-of-pocket costs, where the only important active 
function of the plant is the production of steam, in view of contracts for 
power supply requiring the company to maintain a steam plant for emergency 
and standby service but not for instantaneous operation, p. 164. 


Expenses, § 92 — Rate case expenses — Amortization. 
14. The Commission will allow an electric company to amortize for rate 
purposes, over a 10-year period, only those rate case expenses incurred 
by the company in presenting its side to the Commission, p. 169. 


Expenses, § 19 — Payments for employee suggestions. 
15. Costs covering payments by an electric company to employees for sug- 
gestions accepted by the company which tend to improve operations as to 
service, safety, or other matters should be allowed as an operating expense, 
p. 172. 

Expenses, § 60 — Insurance premiums on employees — Dividends. 
16. Costs covering life insurance premiums on policies covering employees 
should be allowed as an operating expense, but subject to the deduction of 
dividends, where gross premiums are paid to an affiliate which in turn makes 
payments to insurance companies while dividends received from insurance 
companies are retained by the affiliate and not refunded to the operating 
company, p. 172. 

Expenses, § 49 — Employees’ pensions. 
17. An electric company’s pension payments to employees should be al- 
lowed as operating expenses, p. 173. 
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Expenses, § 26 — Advertising and publicity. 
18. The cost of an electric company’s exhibit at the World’s Fair is a 
nonrecurring item and should not be allowed as an operating expense, p. 


173. 

Depreciation, § 24 — Basis of calculation. 
19. The Commission based its allowance for annual depreciation of an 
electric light and power company’s property on its considered judgment of 
all the facts of record and did not rely solely on arithmetical calculations 
or any other one factor, p. 174. 


Definitions — Cold reserve — Standby plant. 
Cold reserve standby facilities defined as that reserve generating capacity 
available for service but not in operation, p. 165. 

Definitions — Hot reserve — Standby plant. 
Hot reserve standby facilities defined as that reserve generating capacity 
in operation but not in service, p. 165. 

Definitions — Spinning reserve — Standby plant. 
Spinning reserve standby facilities defined as that reserve generating ca- 
pacity connected to the bus and ready to furnish load, p. 165. 

Return, § 11 — Prudent investment basis. 
Discussion, in concurring opinion, of opportunity “to escape the fog into 
which speculations based on Smyth v. Ames [(1898) 169 US 466, 42 
L ed 819, 18 S Ct 418] have enveloped the practical task of administering 
systems of utility regulation,” p. 180. 

(BucHANnaNn, Commissioner, concurs in separate opinion.) 
[July 30, 1941.] 


EARING to bring record of rate litigation up to date for 
purpose of imposing permanent electric rates; rate reduc- 
tion ordered. 


¥ 


By the Commission: By order of 
January 27, 1936, the Public Service 
Commission of the commonwealth of 
Pennsylvania, our predecessor, insti- 
tuted an inquiry and investigation to 
determine the reasonableness of the 
rates of Edison Light and Power 
Company, respondent, under the pro- 
visions of the then substantive regu- 
latory law of this commonwealth, Act 
of July 26, 1913, P. L. 1374. Several 
hearings were held, at which evidence 
in the form of testimony and exhibits 
was presented on behalf of respondent 
and the Commission. During the pro- 


40 PUR(NS) 


gress of the case, the utility law of 
1913 was repealed, and in lieu thereof 
the legislature enacted the Public Util- 
ity Law, Act of May 28, 1937, P. L. 
1053, effective June 1, 1937. 

The new Public Utility Law under 
§ 310 authorizes the Commission dur- 
ing the pendency of a rate proceeding 
to prescribe temporary rates, the ef- 
fect of which must be considered by 
the Commission in prescribing per- 
manent rates at the termination of the 
general rate proceeding. A temporary 
rate order was issued in the present 


case under date of July 13, 1937, 19 
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- PUR(NS) 474, directing respondent 
to revise rates to reduce its revenues 
approximately $435,000, annually. No 
specific schedules of rates were pre- 
scribed. Under date of July 27, 1937, 
we rescinded the order of July 13, 
1937, making the same finding of rate 
reduction, but making provision for 
the establishment of specific rate 
schedules. Respondent instituted a 
suit in equity in the United States dis- 
trict court for the middle district of 
Pennsylvania, under § 266 of the 
United States Judicial Code to prevent 
the enforcement of the Commission 
order of July 27, 1937. On October 
15, 1937, the statutory court, consist- 
ing of Circuit Judge Warren Davis 
and District Judges Johnson and Wat- 
son, enjoined the enforcement of the 
order, holding that the Commission 
had insufficiently indicated the basis 
for its temporary rate findings: Edi- 
son Light & P. Co. v. Driscoll (1937) 
21 F Sepp I, 2 PURC(NS). 353. 
However, each of the three judges in 
a separate opinion indicated that the 
imposition of temporary rates was the 
proper and constitutional means of se- 
curing relief for consumers paying 
excessive rates, and each opinion also 
contained suggestions as to the man- 
ner in which the Commission should 
proceed to impose temporary rates. 
After the issuance of the permanent 
injunction by the statutory court, we 
reconsidered the matter and interpret- 
ed the opinions to require us to con- 
sider the elements constituting the fair 
value of the property involved and to 
discuss these elements and other per- 
tinent matters in detail sufficient to 
demonstrate the validity of our con- 
clusions. Thereupon we issued a sup- 
plemental report and order dated No- 
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vember 30, 1937, 21 PUR(NS) 328, 
made the same finding with respect 
to the amount of the rate reduction 
and again prescribed the rates con- 
tained in our order of July 27, 1937; 
however, we made specific findings of 
rate base, rate of return, operating 
expenses, annual depreciation, and tax- 
es in support of our finding that a rate 
reduction of $435,000 annually should 
temporarily be made pending the dis- 
position of the case and issuance of a 
final order. 

Respondent filed a bill enjoining the 
order of November 30, 1937, in the 
United States district court for the 
eastern district of Pennsylvania. 
Again a 3-judge court, consisting of 
Circuit Judges Davis and Buffington 
and District Judge Dickinson, was 
constituted under the provisions of 
§ 266 of the Judicial Code, as a re- 
sult of which a permanent injunction 
was granted: Edison Light & P. Co. 
v. Driscoll (1938) 25 F Supp 192, 25 
PUR(NS) 441. The Commission 
appealed this action to the Supreme 
Court of the United States, and on 
April 17, 1939, the lower court was 
reversed and the Commission’s find- 
ings, as reflected in its order of No- 
vember 30, 1937, were sustained: 
Driscoll v. Edison Light & P. Co. 
(1939) 307 US 104, 83 L ed 1134, 28 
PUR(NS) 65, 59 S Ct 715. Ac- 
cordingly, respondent filed a tariff 
making effective on May 1, 1939, the 
rates prescribed in the order of No- 
vember 30, 1937, supra. These rates 
were also made available to the con- 
sumers affected during the pendency 
of the appeal in the Supreme Court. 
By order of November 13, 1939, the 
Commission directed respondent to 
make refunds to consumers who paid 


40 PUR(NS) 














excessive bills during the time the case 
was pending in the appellate courts. 
Respondent recalculated the accounts 
of all the consumers affected by the 
reduced rates, determining the amount 
of refund due in each instance and, in 
the latter part of February, 1940, the 
checks were ready and were to be 
mailed on March 1, 1940. Refunds, 
exclusive of interest, have been paid 
by respondent to its consumers, 

Following the action of the Federal 
Supreme Court, the Commission re- 
sumed hearings in order to bring the 
record up to date for the purpose of 
imposition of permanent rates, and 
evidence was submitted on behalf of 
the Commission and respondent. The 
last hearing was held on June 5, 1940. 

The record includes estimates sub- 
mitted by respondent of the reproduc- 
tion cost, original cost, and book cost 
of the property and an estimate of the 
original cost as submitted by the Com- 
mission’s staff. In adjudicating the 
case, we will determine the fair value 
of the used and useful property, giv- 
‘ ing weight to each of these elements 
and to such other elements as may be 
pertinent, to the extent deemed proper 
in the circumstances. 


Reproduction Cost 


[1] The principal reproduction 
cost estimate was based by respond- 
ent upon an inventory and unit prices 
as of November 30, 1936. From the 
reproduction cost new accrued depreci- 
ation was deducted as estimated fol- 
lowing inspection and observation of 
the property. The reproduction cost 
new and reproduction cost new less 
accrued depreciation were prepared 
by Day & Zimmerman, Inc., engineers, 
of Philadelphia, under the direction 
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of Theodore E. Seelye, vice president 
thereof. Mr. Seelye and other en- 
gineers, working under his direction, 
testified with respect to these esti- 
mates. Several months after the sub- 
mission of the reproduction cost esti- 
mate of November 30, 1936, respond- 
ent presented an estimate of reproduc- 
tion cost new, based on the inventory 
dated November 30, 1936, but priced 
as of May 31, 1937. Owing to the 
higher price level on the latter date, 
the reproduction cost new is shown at 
a figure of $447,698 in excess of the 
reproduction cost new on November 
30, 1936. No accrued depreciation 
estimate was made with relation to the 
reproduction cost new priced at the 
May 31, 1937, level. 


In the temporary rate order dated 
November 30, 1937, supra, we adopted 
(for temporary rate purposes) the 
reproduction cost new figures sub- 
mitted by respondent, with the excep- 
tion that the items of undistributed 
construction expenditures (overheads) 
were reduced from an over-all per- 
centage of approximately 24 per cent 
to 19 per cent, the latter figure being 
rounded from a study which indicated 
that 18.1 per cent would ‘be reason- 
able. The Supreme Court affirmed 
this action. Since we are now making 
a final rate adjudication, we are of the 
opinion that the overheads should be 
further adjusted to allow respondent 
18.1 per cent therefor. 


[2] At the hearings held after the 
temporary rate order was affirmed by 
the Supreme Court, statements show- 
ing the cost of additions to property to 
December 31, 1939, were received in 
evidence. For the purpose of this 
order, we will again adopt the repro- 
duction cost new estimate as of No- 
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vember 30, 1936, adjusted to include 
overheads at 18.1 per cent, and bring 
it up to December 31, 1939, by add- 
ing the actual cost of additions and 
deducting the credits due to property 
retirements, making a further adjust- 
ment, however, to exclude property 
not used or useful that was not retired 
on the books. 

The reproduction cost new at No- 
vember 30, 1936, as estimated by re- 
spondent and adjusted to December 
31, 1939, in the manner described, is 
shown in table A, which follows: 
[Table omitted shows grand total of 
$5,758,374.18.] 

Table B, which follows, shows the 
manner in which the figures for De- 
cember 31, 1939, were determined: 


TABLE B 


Reproduction cost new as of No- 
vember 30, 1936, as estimated hd 
Day & Zimmerman, Inc., 
spondent’s Exhibit 2 

Deduct overheads, including organ- 
ization expense 

Direct labor and material cost— 
November 30, 1936 

Deduct retirements, without over- 


$35,447 
24,162 
92/510 


$5,694,494 
1,107,018 
4,587,476 


152,119 
4,435,357 
$68,812 





Organization expense ... 
Overheads—18.1% of 
$4,435,357 


871,612 
Property additions includ- 
ing overheads, at cost: 
ey month 


1,443,518 


$5,878,875 
120,500 





Deduct property not used or useful 
Reproduction cost new as of Decem- 
ber 31, 1936, adjusted to Decem- 
ber 31, 1939 $5,758,375 


Original Cost 


Respondent’s Exhibit 9 shows an 
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estimate of the original cost of the 
property amounting to $5,014,944 on 
November 30, 1936. The estimate 
was reduced to $4,969,244, however, 
upon the discovery of an error after 
the exhibit was submitted. Day & 
Zimmerman, Inc., prepared the ex- 
hibit and based it on the same inven- 
tory used in the reproduction cost 
estimate. However, prices prevailing 
at time of construction were applied, 
with the exception of overheads which 
were theoretically determined and re- 
duced to percentages of direct costs. 
The overhead items included $349,880 
for “Discount and Expense” (Cost of 
Financing). In our temporary order 
of November 30, 1937, 21 PUR 
(NS) 328, this item was disallowed 
for the reason that there was no evi- 
dence that such costs were ever in- 
curred. The Supreme Court sustained 
our finding in this respect. 

With the elimination of 
amount, respondent’s original cost 
determination closely approximates 
the estimated original cost shown by 
Commission Exhibit No. 23. As re- 
spondent’s estimate was based on an 
inventory and the Commission’s esti- 
mate was based on a book analysis, 
not segregated by property items or 
accounts, we will base our further 
comments and findings with respect to 
original cost on respondent’s esti- 
mate, as adjusted. 

To the original cost thus adjusted, 
as of November 30, 1936, we have 
added property additions and better- 
ments at actual cost to December 31, 
1939. We have subtracted retire- 
ments at the recorded amounts to De- 
cember 31, 1939, and have eliminated 
property not used or useful. The re- 
sultant original cost at December 31, 
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1939, segregated by accounts, is 
shown by Table C, which follows: 
[Table omitted shows grand total of 
$5,004,629.53. | 


Table D, following, shows the 
manner of determining the foregoing 
original cost of $5,004,629.53 on De- 
cember 31, 1939, by use of the esti- 
mate dated November 30, 1936: 


TasBLe D 


Respondent’s estimate of original 
cost as of November 30, 1936, 
Exhibit 9 
Deduct overheads, including organ- 
ization expense 


$5,014,944 
850,175 


Direct labor and material cost—No- 
vember 30, 1936 
Deduct retirements, without 
alata 


$4,164,769 


152,119 
4,012,650 





Organization expense .. $62,472 
Overheads—10.5125% of 
$4,012,650 421,830 


484,302 
Property additions at cost, 


including overheads: 
— month 


1,056,208 
5,068,858 
64,228 


” 





Deduct property not used or useful 


‘ $5,004,630 
Deduct admitted error in estimate 
of November 30, 1936 


Estimated original cost—December 


31, 1939 $4,958,930 


In extending the reproduction cost 
new and original cost figures from 
November 30, 1936, to December 31, 
1939, we made deductions of $120,500 
and $64,228, respectively, for prop- 
erty not used or useful. The items 
deducted are as follows: [Table 
omitted. ] 


The above items of property not 


used or useful to respondent are in 
three general classifications, as fol- 
lows: 

A. Property admitted to be not used 
or useful in respondent’s Exhibit No. 
8. 

B. Property owned by York Rail- 
ways Company as shown by respond- 
ent’s Exhibit No. 8, but included in 
respondent’s reproduction and original 
cost estimates. 

C. Property owned by respondent 
and until abandonment of service by 
York Railways Company on February 
5, 1940, used exclusively for 600- 
volt direct current service thereto. 
Not now useful by respondent for any 
other purpose. 

Deductions of the property in 
Classes A and B, from the reproduc- 
tion and original cost estimates are 
obviously required. The property in- 
cluded in class C must also be deducted 
in view of the fact that electric service 
to York Railways Company was dis- 
continued February 5, 1940, when 
street railway service by York Rail- 
ways Company was abandoned. 


Book Cost 


Respondent submitted Exhibit No. 
11, entitled “Summary _ statement 
showing gross additions and retire- 
ments by years as abstracted from the 
books of accounts of the respondent 
and predecessor companies and as ad- 
justed for the elimination of net ex- 
cess values created in connection with 
the revaluations of plant and property 
of predecessor companies and other 
accounting adjustments — status as at 
December 31, 1936,” showing a bal- 
ance at the close of 1936 amounting 
to $4,578,793, including construction 
work in progress. This exhibit, and 
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the cost of net additions from Jan- 
uary 1, 1937, to December 31, 1939 
are summarized in table F, as follows: 


general direction. The accrued de- 
preciation alleged to be applicable to 
the total reproduction cost new of 


TABLE F 


Gross Net 
Additions Retirements Additions 


As recorded by company and predecessors—1887 to 1936, inc. $5,908,042 
Deduct construction work in progress—December 31, 1936 .. 007 


Accounting adjustments by Day & Zimmerman, Inc. ...... 





$5,891,375 $954,039 $4,937,336 
460,446* 85,236 375,210* 





As adjusted by Day & Zimmerman, Inc., for elimination of 
revaluation excesses, etc., December 31, 1936 
Net additions—January 1, 1937 to December 31, 1939: 
1937 


$5,430,929 $868,803 


196,752 35,447 
133,815 24,162 
179,061 92,510 


$4,562,126 


161,305 
109,653 
86,551 





Book cost as of December 31, 1939, exclusive of construction 


work in progress 
* Credit. 
The foregoing figure of $4,919,635 


was developed entirely from an analy- 
sis of the books of accounts of respond- 
ent and its predecessors, by Day & 
Zimmerman. Accordingly, we deem it 
appropriate to refer to it as the book 
cost of property rather than as a mere 
statement of “Gross Additions and 
Retirements.” Of the $4,919,635, 
which represents respondent’s actual 
investment in property, the sum of 
$2,339,880 or 47.6 per cent has been 
recovered by provision for depreci- 
ation in the rates charged consumers. 
It is evident, therefore, that re- 
spondent’s net investment at Decem- 
ber 31, 1939, yet to be recovered in 
the rates for depreciation or amortiza- 
tion, was only $2,579,755. These 
facts will be given appropriate con- 
sideration in our fair value and annual 
depreciation determinations. 


Depreciation 


[3] Respondent’s estimate of ac- 
crued depreciation as of November 
30, 1936, was prepared by Day & 
Zimmerman, Inc., under Mr. Seelye’s 
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$5,940,557 $1,020,922 $4,919,635 


$5,694,494, including organization 
and other small items of nondepreci- 
able property, amounted to $689,640, 
or approximately 11 per cent of re- 
production cost new. As with the 
development of the inventory and 
unit prices used, the depreciation 
studies were made primarily by other 
engineers employed by Day & Zim- 
merman, although Mr. Seelye assumed 
general responsibility. His testimony 
regarding depreciation was limited, 
the substance of it being contained 
in the following quotation from the 
transcript at pages 536 to 539: 


Q. In connection with the estimates 
of accrued depreciation which have 
been applied against the reproduction 
cost new, does the report attempt to 
show the depreciation attributable to 
each unit of the company, or is the 
depreciation expressed only in relation 
to the property embraced within a 
particular account number? 

A. As set forth in the report, the 
depreciation which is shown repre- 
sents the depreciation, or rather, per- 
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haps more correctly represents the re- 
production cost new less accrued de- 
preciation by accounts, not by individ- 
ual units of property. In the prepara- 
tion of depreciation studies we are ac- 
customed to consider the property as a 
utility property, not as a collection of 
individual units. For that reason, 
while we too with respect to major 
units of property develop the accrued 
depreciation, which in our judgment 
exists in these units, and a weighted 
average for the account as a whole, 
for a certain of the accounts we nec- 
essarily apply a judgment which af- 
fects the entire account. This, how- 
ever, we can explain further by say- 
ing, with respect, for example, to sub- 
stations. The substation as a whole 
is taken as a unit, consisting of in- 
dividual units of property, and the 
substation account, the account for the 
entire substation is depreciated as a 
unit. That would be true of boiler in- 
stallation. For example, I might say 
that a boiler might have been in serv- 
_ ice for some time and it may have a 
new feed pump, and by the time the 
boiler is retired from service the new 
feed pump goes with it, so that there 
would be no point in applying a 
weighted average there because when 
that boiler goes out the pump goes 
with it, whether it is new or old. We 
regard that as a unit of property 
rather than a collection of individual 
units. 

Q. Illustrating your approach with 
respect to the account involving poles, 
you have not depreciated each pole in 
this report but have arrived at an esti- 
mate on the group depreciation of all 
of the poles treated collectively. 

A. That is correct. It does not 


follow however that that conclusion 
is arrived at without a study of the 
individual units of property, but it js 
our conception that the utility prop- 
erty is one unit in itself, and it has to 
function; under the requirement of 
the law it must continue to function 
so long as it is maintained in a proper 
operating condition. From _ that 
standpoint it has suffered no depreci- 
ation. At the same time property 
does require renewal and replacement 
from time to time for various causes, 
Some of these causes are related to 
inadequacy. Some of these causes are 
related to obsolescence, but obsoles- 
cence is more difficult to determine 
because usually when obsolescence oc- 
curs it is complete or before it has 
occurred you do not know that it is 
there, and when you once know it has 
occurred it is done. There is how- 
ever a definite mark of obsolescence 
which has to be kept in mind in ac- 
cruing depreciation. 

Q. You have stated that Messrs. 
Reed, Mitchell, Favor and Bredin 
were primarily responsible for the es- 
timates of the reproduction cost new 
of the various units of property. Did 
those same men direct the work inci- 
dent to the conclusions of Day & 
Zimmerman with respect to accrued 
depreciation on those same units? 

A. Yes, sir. 

Mr. Mitchell’s approach to observa- 
tions of accrued depreciation relating 
to poles and fixtures, meters and other 
property items for which he was re- 
sponsible, is related by him as follows: 

Q. Mr. Mitchell you have ex- 
plained some five or six typical ac- 
counts and the method you used for 
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arriving at the reproduction cost of 
the property embraced within those 
accounts. I would like to refer to the 
question of your calculation of ac- 
crued depreciation, going back to the 
first question which we discussed, 
namely, poles and fixtures, under Ac- 
count 256. Will you state in your 
own way the method of your approach 
to your findings of accrued depreci- 
ation ? 

A, At the time of the inventory I 
personally supervised the inventory 
and actually inventoried about thirty 
per cent of the property. At the time 
of this inventory each man was in- 
structed to note on the inventory 
sheet the condition that he found the 
poles, the crossarms, the guy wire, 
and so forth, in the account, on each 
street and each section in which the 
inventory was taken, marking excel- 
lent condition, good, or fair condi- 
tion. After studying all of those re- 
ports I made a personal inspection of 
all of the property, riding up and 
down the various streets, looking at 
the condition of the property, and 
considered the maintenance policy and 
the condition as a whole of that ac- 
count, and applied a judgment figure 
of 10 per cent depreciation against 
Account 256. I also considered the 
type of poles that the company was 
purchasing and the general appearance 
of the entire distribution system. 

Q. How did you arrive at your es- 
timates of accrued depreciation on 
meters, and while you are discussing 
it, also how did you arrive at your 
estimates on overhead conductors and 
transformers ? 

A. In arriving at a depreciation 
figure on meters it has been the ex- 
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perience of various companies that the 
meters do not depreciate very rapidly, 
unless you have a considerable number 
of meters, that were purchased prior 
to, say, 1914, you are unable to com- 
pensate for immature changes. That 
meter account has a very low depreci- 
ation, and I found in this company 
that their meters, the majority of 
them, were purchased in recent years 
and they have constant inspection of 
the meters, they are maintained and 
repaired, and for that reason I con- 
sidered all of those conditions and 
depreciated the meter account 5 per 
cent. The meter installation account 
I depreciated 3 per cent, due to the 
interpretation of the Public Service 
classification of accounts. Overhead 
transformers, I handled in a little dif- 
ferent manner. In all of the bor- 
oughs, that is outside the city of York, 
in the territory outside the city of 
York, they have practically all new 
transformers. A considerable amount 
of rural electrification has been going 
on in the last two years, which re- 
quired a considerable amount of new 
transformers, new type of transform- 
ers, and for that reason in all of the 
transformers outside of the city of 
York, that is depreciated 5 per cent. 
In the city of York, we have a little 
different situation. I believe it is the 
company’s policy this year, or it will 
be within the next two years, to 
change over their present 2,300-volt 
system to a 4,600-volt system. It is 
going to mean that a lot of the present 
2,300-volt transformers will have to 
be rewound, which will require a 
greater depreciation setup. For 
that reason I have given the trans- 
former account in York 15 per cent 
depreciation, and by taking a weighted 
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average of the two I have a weighted 
average of the 15 per cent and 5 per 
cent, and it gives you a weighted aver- 
age of about 9 per cent, by using that 
method. 

QO. Mr. Mitchell, this same method 
of approach that you have described 
with respect to the manner in which 
you make your estimates of the repro- 
duction cost of the materials and the 
cost of labor in connection with trans- 
formers and poles and fixtures and 
meters and conductors, has been fol- 
lowed in the few remaining accounts 
that you supervised ? 

A. Yes, sir. 

Q. And likewise generally speaking, 
the same method of approach to the 
question of depreciation, that is to 
say, physical examination of the 
property and the formation of a judg- 
ment opinion as to its present con- 
dition? 

A. Yes, sir. 


From the foregoing, it would ap- 
_ pear that some of the factors consid- 
ered by Seelye to be causes of depreci- 
ation, such as inadequacy and obsoles- 
cence, were given no consideration by 
Mitchell, who assumed primary re- 
sponsibility for the portions of the 
property assigned to him. Although 
Seelye said that ‘There is however a 
definite mark of obsolescence which 
has to be kept in mind in accruing 
depreciation,” our analysis of Mitch- 
ell’s testimony and the testimony of 
Messrs. Reed and Favor as well, in- 
dicates that little or no consideration 
was given thereto or to the factor of 
inadequacy. As shown above, Mitch- 
ell’s study was primarily intended to 
show “present condition” of the prop- 
40 PUR(NS) 


erty. Furthermore, even Mitchell 
made no detailed studies of actual 
condition, said studies being further 
assigned down the line to unnamed 
subordinates each of whom was in- 
structed “to note on the inventory 
sheet the condition that he found the 
poles, the crossarms, the guy wire, and 
so forth, in the account, in each street 
and each section in which the inven- 
tory was taken, marking excellent con- 
dition, good, or fair condition.” Then, 
after reviewing the subordinates’ re- 
ports, Mitchell rode “up and down the 
various streets, looking at the condi- 
tion of the property, and considered 
the maintenance policy and the condi- 
tion as a whole of that account, and 
applied a judgment figure of 10 per 
cent depreciation against Account 
256.” Not a word indicates the slight- 
est consideration of obsolescence, in- 
adequacy, or other factors not observ- 
able by inspection, despite the statement 
made that obsolescence was consid- 
ered. No important difference be- 
tween Mitchell’s studies and those of 
Reed and Favor is revealed by a study 
of their testimony. Accordingly, we 
are of the opinion that observed de- 
preciation as determined by respond- 
ent is not of sufficient reliability to 
warrant our giving substantial weight 
thereto in making a finding of fair 
value. 

Upon the resumption of hearings, 
after the temporary order was af- 
firmed by the Supreme Court, the 
Commission requested respondent to 
furnish data for the record showing 
ages and lives of the various items of 
property. Respondent claimed that 
no accurate life estimates could be 
made and for a considerable period 
submitted none. This -position was 
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difficult to understand, as numerous 
competent engineers in rate proceed- 
ings before us have estimated lives of 
public utility property. However, H. 
Root Palmer, chief electrical engineer 
of this Commission, made a detailed 
field investigation of the property and, 
on April 12, 1940, submitted in evi- 
dence his life estimates. During 
cross-examination of Palmer, respond- 
ent finally agreed to furnish similar 
data and engaged Edward J. Cheney, 
a consulting engineer of New York, to 
do the work. Mr. Cheney was at one 
time a financial partner of Howard C. 
Hopson, who formerly had control 
over the Associated Gas & Electric 
System, of which system respondent 
was and is a member. Aside from 
the bias which Mr. Cheney, with such 
a background, might be expected to 
bring to the task, the studies made by 
him were so limited as to render his 
conclusions valueless. His study, 
dealing with properties having unde- 
preciated values ranging near the five- 
million-dollar mark, was made in a pe- 
riod of only three days and the con- 
clusions were partly based thereon and 
partly on life estimates of the prop- 
erties of other utilities in other states, 
which were made for income tax pur- 
poses. We find, therefore, that 
Cheney’s life estimates must be disre- 
garded. On the other hand, Palmer’s 
estimates were based on detailed 
studies of the actual properties whose 
lives were to be estimated and required 
several months’ work inspecting and 
observing the properties and sum- 
marizing the results thereof. 


In our opinion, Palmer’s life esti- 
mates may properly be used in com- 
puting accrued and annual depreci- 
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ation applicable to respondent’s used 
and useful depreciable property. 

[4] From the age and life esti- 
mates made by Palmer, we have com- 
puted accrued and annual depreciation 
allowances relating to reproduction 
cost new and original cost of the de- 
preciable property, on the basis of the 
straight-line and 4 per cent compound 
interest methods. These are two of 
the accepted methods of determining 
accrued and annual depreciation. The 
basic determinations of age were re- 
lated by Palmer to the inventory of 
November 30, 1936. By taking into 
consideration property additions and 
retirements since that date, the ages 
were developed for December 31, 
1939. Of course, the ages of new 
property installations were easily de- 
terminable, but it was virtually im- 
possible to assign ages for a portion 
of property retired, due to the fact 
that the dates of construction were 
not known. This was true particular- 
ly with respect to such items of prop- 
erty as conductors and poles and fix- 
tures. 

Palmer attempted to meet this sit- 
uation, in determining the ages at De- 
cember 31, 1939, by assigning to the 
“net” additions in 1937 and 1938, 
ages of two years and one year, re- 
spectively. To illustrate, if the gross 
additions in 1937 amounted to $1,000 
and the retirements amounted to $400 
an age of two years was assigned to 
the difference of $600. The fallacy 
of this method is apparent, when it is 
considered that $400 of property hav- 
ing an age of say twenty-five years 
was removed from the property ac- 
counts and new property amounting 
to $1,000 was added thereto. This 
procedure resulted in an age at De- 
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cember 31, 1939, in excess of the ac- 
tual age of the property, as the re- 
moval of an old item of property and 
the installation of a new item of prop- 
erty will always result in a lower 
composite age for the total property. 
While the method used may have had 
a result of approximate accuracy as to 
ages in 1939, due to the relatively 
small amount of property retired be- 
tween 1936 and 1939, it seems to us 
that determination of ages in this 
manner, if extended through a period 
of heavy retirements, would have an 
unreasonable adverse effect on re- 
spondent, by virtue of the unduly 
high ages with consequent unduly 
high accrued depreciation. Hence, 


our depreciation calculations will be 
based on Palmer’s ages at 1936, ad- 
justed for new property installed and 
for property retired, assigning to the 


retired items the actual ages at the 
date of retirement where ascertain- 
able, and assuming, in cases where the 
ages were not ascertainable, that the 
. Said property was the first installed. 
In other words, we will adopt the 
“first in—first out’? method where 
the actual ages cannot be determined. 
This method will not produce exact 
accuracy at 1939, but the possibility 
of error is reduced, as compared with 
the result that is derived by the adop- 
tion of any other method applied to 
the facts of record in this case. 
Using Palmer’s estimated total ages 
and lives at 1939, determined in the 
manner described, we have calculated 
accrued and annual depreciation based 
on reproduction cost new and original 
cost. We made calculations on the 
straight-line and 4 per cent compound 
interest methods and the results are 


summarized in Table G as follows: 
[Table omitted. ] 

The reproduction and original cost 
amounts shown in Table G are not of 
the nonused or useful property and 
no depreciation figures are included 
therefor. 


[5] Other available evidence relat- 
ing to accrued depreciation at De- 
cember 31, 1939, consists of the Re- 
serve for Depreciation of Utility 
Plant, per books, amounting to $2,- 
339, 879.79. The 1939 annual report 
includes the following statement with 
relation to this balance: 

“It is not intended that the balance 
in this account shall represent the esti- 
mated accrued depreciation (i. e., loss 
in value) on depreciable property, but 
does represent the judgment of the 
management of the reasonable pro- 
portion accrued to date of the retire- 
ment loss that will ultimately have to 
be accounted for when existing prop- 
erty is retired from service.” 

The present Uniform System of 
Accounts became effective January 1, 
1937. The text of Account No. 250, 
Reserve for Depreciation of Utility 
Plant, provides, inter alia, for credits 
for the following: 

“(1) Amounts charged to Account 
503, Depreciation for cur- 
rently accruing depreciation.” 

Depreciation is defined in the uni- 
form system as follows: 

“ Depreciation,’ as applied to de- 
preciable electric plant, means the loss 
in service value not restored by cur- 
rent maintenance, incurred in connec- 
tion with the consumption or pro- 
spective retirement of electric plant in 
the course of service from causes 
which are known to be incurrent oper- 
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ation and against which the utility is 
not protected by insurance. Among 
the causes to be given consideration 
are wear and tear, decay, action of 
the elements, inadequacy, obsoles- 
cence, changes in the art, changes in 
demand, and requirements of public 
authorities.” 

The depreciation reserve at Decem- 
ber 31, 1939, amounting to $2,339,- 
880 was equal to 47.5 per cent of the 
book cost of the property amounting 
to $4,919,635, before deduction for 
property not used or useful (Table 
F). This large reserve was provided 
by consumers in the rates charged, in 
addition to all charges made for op- 
eration, maintenance, taxes, and re- 
turn on the value of the property. 

All annual reports filed by respond- 
ent included affidavits verifying their 
correctness. The affidavits made by 
the auditor and the president of re- 
spondent in the 1939 annual report are 
as follows: 


“Oath 


“(To be made by the officer having 
control of the accounting of the re- 
spondent ) 


“State of Pennsylvania } 
“County of York ” 


“S. H. Ludwig makes oath and 
says that he is auditor of Edison Light 
and Power Company; that it is his 
duty to have supervision over the books 
of account of the respondent and to 
control the manner in which such 
books are kept ; that he knows that such 
books have, during the period cov- 
ered by the foregoing report, been 
kept in good faith in accordance with 
the accounting and other orders of 
the Pennsylvania Public Utility Com- 
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mission, effective during the said pe- 
riod; that he has carefully examined 
the said report, and to the best of 
his knowledge, information and be- 
lief the entries contained in the said 
report have, so far as they relate to 
matters of account, been accurately 
taken from the said books of account 
and are in exact accordance there- 
with; that he believes that all other 
statements of fact contained in the 
said report are true, and that the said 
report is a correct and complete state- 
ment of the business and affairs of the 
above-named respondent during the 
period of time from and including 
January 1, 1939, to and including De- 
cember 31, 1939. 

“(signed) S. H. Ludwig, Auditor 

“Subscribed and sworn to before 
me, a notary public in and for the 
state and county above named, this 
27th day of March, 1940. 

“(SEAL) 

“My commission expires May 
11, 1940 
“(signed) Bertha M. Neiman” 


“Supplemental Oath 


“(By the president or other chief of- 
ficer of the respondent) 


“State of Pennsylvania 
“County of York } 


“J. E. Wayne makes oath and says 
that he is president of Edison Light 
and Power Company ; that he has care- 
fully examined the foregoing report; 
that he believes that all statements of 
fact contained in the said report are 
true, and that the said report is a cor- 
rect and complete statement of the 
business and affairs of the above- 
named respondent during the period 
of time from and including January 
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1, 1939, to and including December 
31, 1939. 
“(signed) J. E. Wayne, President 
“Subscribed and sworn to before 
me, a notary public in and for the 
state and county above named, this 
27th day of March, 1940. 
“(SEAL) 
“My commission expires May 11, 
1940. 
“(signed) Bertha M. Neiman” 


Depreciation accounting has been 
required by electric public utilities in 
Pennsylvania since January 1, 1919, 
when the first Uniform System of 
Accounts became effective. Uniform 
systems have been provided to estab- 
lish uniformity and to make regula- 
tion effective. Respondent’s finan- 
cial and operating statements and oth- 
er data in the annual reports were 
predicated upon book entries general- 
ly in conformity to the requirements 
imposed by the uniform system. It is 
evident, therefore, that the facts re- 
corded must be given considerable 
weight, particularly in view of annual 

‘affidavits by responsible officials in 
verification of such facts. That pre- 
dominant facts in relation to respond- 
ent’s depreciation reserve are that the 
reserve in its entirety was collected 
from the consumers in the rates 
charged and that only $2,579,755 re- 
mains to be recovered in the future. 


Working Capital 


[6] Respondent claims an allow- 
ance of $150,000 for working capital 
as compared with an allowance of 
$164,000 submitted by L. C. Bierman, 


engineering witness for the Commis- 


sion. The latter amount was allowed 
for the purpose of the temporary or- 
der of November 30, 1937, 21 PUR 
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(NS) 328. Bierman’s figure was 
based on a cash allowance equivalent 
to one and one-half months’ operat- 
ing expenses, exclusive of taxes and 
annual depreciation, plus an allow- 
ance for materials and supplies car- 
ried in stock. Bierman’s formula was 
based on the year 1935, but for the 
purpose of the temporary order 1936 
was used as a basis, with a resultant 
figure of $164,000, consisting of 
$115,000 for cash and $49,000 for 
materials and supplies. 

This general method has been used 
by us in other cases and is based upon 
the theory that in fixing rates for the 
future for a new public utility enter- 
prise, it would be necessary to main- 
tain a cash balance consisting of bank 
accounts and working funds, together 
with a stock of materials and sup- 
plies. In a new enterprise, revenues 
would not be collected from the first 
day of operation, but would of neces- 
sity be deferred until some time after 
the first billing date. In respondent’s 
case meters are read monthly, bills are 
rendered several days after meter 
readings and a period of approxi- 
mately ten days is allowed for con- 
sumers to pay without incurring a 
penalty. Thus a period of not longer 
than one and one-half months usual- 
ly elapses between the beginning of 
service and payment therefor. In this 
period respondent would require cash 
to pay its own labor costs and such 
other expenses as it would be neces- 
sary to pay before it would have the 
benefit of revenue collections. 

As against the necessity for having 
current funds available for these pur- 
poses, respondent would not need any 
substantial sums for the current pay- 
ment of its own purchased power 
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costs. Power is purchased wholesale 
from other utilities and payment there- 
for is made ten or fifteen days follow- 
ing monthly readings of the meters. 
It is clear, therefore, that substantial 
revenue collections from respondent’s 
retail consumers would be available 
for payment of the wholesale power 
bills. This factor was not considered 
by Bierman, but will be given appro- 
priate consideration by us in deter- 
mination of the cash working capital 
allowance. 

The allowable operating expenses, 
exclusive of taxes and depreciation, 
amount to $1,101,347, as shown by 
Table H. Of this amount, $689,662 
included the cost of power purchased, 
leaving a balance of $411,685, or 
$34,307 per month, as a measure of 
the maximum monthly cash require- 
ment before revenue collections would 
be received by respondent. It would 
thus appear that an allowance for cash 
working capital of $51,000, which is 
approximately equal to expenditures 
totaling $34,307 monthly for one and 
one-half months would be reasonable. 

On December 31, 1939, the ma- 
terials and supplies inventory amount- 
ed to $50,360. Based on the require- 
ments of respondent, an allowance of 
$50,000 for this item appears rea- 
sonable. 

In our opinion a total working cap- 
ital allowance of $101,000, consist- 
ing of $51,000 for cash and $50,000 
for materials and supplies, is reason- 
able and we so find. 


Going Concern Value 


[7] In the temporary order dated 
November 30, 1937, supra, 21 PUR 
(NS) at p. 338, we treated in some 
detail the contentions of the parties 


[11] 


ih s 
going concern value. 
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and the applicable law regarding going 
concern value. We said that “no 
separate allowance should be made for 
We will, how- 
ever, consider this element with others 
in our determination of fair value.” 
Respondent’s claim amounts to 
$400,000. 


In disposing of cross appeals taken 
by Solar Electric Company and J. B. 
Stewart, et al., from a rate order of 
the Commission dated November 1, 
1938, 26 PUR(NS) 365, the Penn- 
sylvania superior court on November 
15, 1939 (137 Pa Super Ct 325, 364, 
31 PUR(NS) 275, 9 A(2d) 447) 
made its own independent determina- 
tion of fair value upon a basis that 
did not involve any separate allow- 
ance for going concern value. This 
is further authority for our action in 
not making such a separate allowance. 
We adhere to our original position 
and will consider the element of going 
concern value in our determination of 
fair value. 


Donated Capital 


[8] On December 31, 1939, the 
donated capital received by respondent 
from consumers for the construction 
and installation of distribution lines 
and other property amounted to 
$218,368. In the temporary order of 
November 30, 1937, supra, 21 PUR 
(NS) at p. 338, we stated that “To 
allow such capital as a part of a rate 
base would impose upon consumers 
the burden of supplying the capital in 
the first instance, then penalize them 
in the future by requiring them to 
pay rates high enough to provide a 
return on the value of property first 
constructed at their own expense and 
to be replaced at their expense.” Al- 
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though we made no reduction from 
the rate base in the temporary order, 
we now reiterate the foregoing posi- 
tion and in our determination of fair 
value will give due recognition to the 
$218,368 contributed by the consum- 
ers. There is ample legal support in 
other cases decided by us and by other 
jurisdictions for such action. 


Fair Value 


Our findings relating to rate base 
on December 31, 1939, may be sum- 
marized as follows: 


Reproduction cost new .. $5,758,375 
Reproduction cost new less accrued 
depreciation : 
Straight-line method $3,790,218 
4% Compound interest method .. 4,516,867 
Original cost undepreciat- 
e $5,004,630 
Original cost less accrued deprecia- 
tion: 
Straight-line method 
4% Compound interest method .. 
Book cost undepreciated $4,919,635 
Book cost less reserve for deprecia- 
2,579,755 
101,000 
. No separte allowance 
CF 218,368 


$3,380,514 
3,977,047 


Working capital 
Going concern value .. 
_ Donated capital Credit 
Upon consideration of all of the 
foregoing findings and bearing in 
mind that respondent is a going con- 
cern operating under favorable con- 
ditions in a desirable territory, it is 
our judgment that the fair value of 
respondent’s used and useful property 
as of December 31, 1939, upon which 
it is entitled to earn a return, is 


$3,800,000. 


Rate of Return 


[9, 10] In the temporary order 
we allowed 6 per cent for rate of re- 
turn, although we indicated that a 
54 per cent return would be proper. 
In accepting the 6 per cent rate used 
by the Commission, the Supreme 
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Court of the United States [307 US 
104, 83 L ed 1134, 28 PUR(NS) 65, 
74,59 S Ct 715] said: 

“The rate of return was fixed by 
the Commission at 6 per cent. Wit- 
nesses for the utility brought out facts 
deemed applicable in the determina- 
tion of a proper rate of return on the 
fair value of the property. Their 
evidence took cognizance of the yield 
of bonds, preferred and common 
stocks of selected comparable utilities, 
the stagnant market for new issues, 
prevailing cost of money, the implica- 
tions of the possible substitution of 
some governmentally operated or fi- 
nanced utilities for those privately 
owned and the dangers of a fixed 
schedule of rates in the face of pos- 
sible inflation. From these factors 
they deduced that a proper rate of re- 
turn would be from 7.8 per cent to 8 
per cent. An accounting expert of 
the Commission countered with 
tables showing yields of bonds of 
utilities; the yield to maturity of 
Pennsylvania public utility securities, 
approved by the Commission be- 
tween July 1, 1933, and May 7, 1937, 
long term and actually sold for cash to 
nonaffiliated interests; yield of Penn- 
sylvania electric utilities; financial 
and operating statistics of Pennsyl- 
vania electric utilities; money rates, 
and other material information. He 
concluded 5.5 per cent was a reason- 
able rate of return. 

“Tt must be recognized that each 
utility presents an individual prob- 
lem.** The answer does not lie alone 

“24 United R. & Electric Co. v. West, 280 
US 234, 249, 74 L ed 390, PUR1930A 225, 50 
S Ct 123; Willcox v. Consolidated Gas_Co. 
(1909) 212 US 19, 48, 53 L ed 382, 29 S Ct 
192, 48 LRA(NS) 1134, 15 Ann Cas 1034; 


Bluefield Water Works & Improy. Co. v. 
West Virginia Pub. Service Commission, 262 
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in average yields of seemingly com- 
parable securities or even in deduc- 
tions drawn from recent sales of is- 
sues authorized by this same Com- 
mission. Yields of preferred and 
common stocks are to be considered, 
as well as those of the funded debt. 
When bonds and preferred stocks of 
well-seasoned companies can be floated 
at low rates, the allowance of an over- 
all rate return of a modest percentage 
will bring handsome yields to the 
common stock. Certainly the yields 
of the equity issues must be larger 
than that for the underlying securi- 
ties. In this instance, the utility op- 
erates in a stable community, accus- 
tomed to the use of electricity and 
close to the capital markets, with 
funds readily available for secure in- 
vestment. Long operation and ade- 
quate records make forecasts of net 
operating revenues fairly certain. 
Under such circumstances a 6 per 
cent reutrn after all allowable charges 
cannot be confiscatory.” 

Much of the foregoing discussion 
relates to Commission Exhibits 32 to 
36, inclusive, submitted for the record 
by Roger A. McShea, Jr., Commis- 
sion accountant. They relate to con- 
temporary money rates, bond yields, 
preferred stock yields, and earnings 
on common stocks by regulated and 
unregulated industry over a long pe- 
riod of years. The Supreme Court’s 
opinion, as shown above, has em- 
phasized the importance of evidence 
of this type in determinations of the 
allowable rate of return. Some of the 
exhibits referred to included studies 
covering long periods to the end of 
US 679, 692, 67 L ed 1176, PUR1923D 11, 43 


S Ct 675; Knoxville v. Knoxville Water Co. 
ae 4i2 US 1, 7, 53 -L ed 371, 29 S Ct 


163 


1936, whereas other exhibits partially 
applied to 1937. The trend in cost of 
money was downward when they were 
prepared, and since 1937, except for a 
short period in 1939, it has continued 
downward, so that money rates at this 
moment are materially lower than in 
1937. While the later figures are not 
of record, they are matters of com- 
mon knowledge and we feel bound to 
take notice thereof (see Peoples Gas 
Light & Coke Co. v. Slattery (1939) 
373 Ill 31, 31 PUR(NS) 193, 25 
NE(2d) 482, appeal dismissed (1940) 
309 US 634, 84 L ed 991, 60 S Ct 
724; Cheltenham & A. Sewerage Co. 
v. Public Service Commission (1936) 
122 Pa Super Ct 252, 274, 15 PUR 
(NS) 99, 186 Atl 149; Ambridge v. 
Public Utility Commission (1939) 
137 Pa Super Ct 50, 60, 31 PUR 
(NS) 50, 8 A(2d) 429) and give 
whatever weight to them that may be 
warranted by the circumstances in 
this case. We are of opinion and find 
that an allowance of 6 per cent for 
rate of return would be reasonable. 


Cost of Operation and Maintenance 


Allowances for cost of operation in 
the temporary order were based on 
respondent’s experience during the 
twelve months ended September 30, 
1937. The record now includes op- 
erating data to December 31, 1939. 
The allowances herein made will be 
based on experience in the year 1939, 
except where such basis produces an 
unreasonable result, either to re- 
spondent or its consumers, by reason 
of whatever unusual circumstances 
were encountered or enjoyed in 1939. 

The cost of operation and main- 
tenance in the year ended December 
31, 1939, and our allowances therefor 
40 PUR(NS) 
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are shown by Table H as follows: 
[Table omitted shows total allowance 
of $1,101,347. ] 

As shown above, we have accepted 
the experienced cost for 1939, in 
numerous instances. Our reasons for 
making adjustments for the remain- 
ing items are set forth in the follow- 
ing paragraphs: 


Item 2 — Production Maintenance 


[11] Respondent’s production sys- 
tem maintenance amounted to $12,- 
936.09 in 1939, a subnormal cost as 
indicated by experience in previous 
years. Maintenance costs are of such 
a nature that there is less stability 
therein from year to year than is ex- 
perienced with cosis of an operating 
type. A structure needing important 
repairs in a particular year may not 


require other than minor repairs for 


a number of years thereafter. If an 
unusual number of major repair jobs 
are undertaken in one year, there ap- 
pears unusually high charges whereas 
when the reverse situation occurs 
there are unusually low charges. Dur- 
ing the ten years ended December 31, 
1939, respondent’s maintenance costs 
applicable to production property 
were as follows: 


$18,457.64 


22,699.85 
13,691.38 
Ten-year average $15,391 

The foregoing figures show a wide 
fluctuation over the 10-year period 
and indicate the necessity of avoid- 
ing an allowance based on only one 
year. We deem it proper to use the 
average for the 10-year period and will 


allow $15,400 for production system 
maintenance. 


Item 3 —Steam Transferred — Credit 


[12, 18] The facts related in the 
temporary order in connection with 
this item, as shown by the following 
excerpt therefrom, are equally appli- 
cable at this time: 


“Respondent owns and operates a 
central generating plant, which is 
mainly used for the production of 
steam for sale to an affiliated steam- 
heating company during the steam- 
heating season. In the twelve months 
ended September 30, 1937, respond- 
ent received from the steam-heating 
company the sum of $96,546 for the 
steam sold, as shown by the credit ap- 
pearing in the above table. This 
steam is being sold at a price of 42} 
cents per thousand pounds condensa- 
tion. Prior to September 1, 1934, 
the price was 40 cents per thousand 
pounds, but, when it appeared that 
the cost of production to respondent 
during the first ten months of 1934 
was 40 cents per thousand pounds 
produced, the price to the steam-heat- 
ing company was increased to 42} 
cents per thousand pounds. The cost 
of 40 cents was based on operating 
and maintenance charges only, and 
included no provision for return on 
the investment, depreciation, or other 
charges such as administration and 
insurance. A Commission engineer 
made an exhaustive study of this sit- 
uation, from which it appears that 
more than $500,000 of the depreciated 
reproduction cost of the entire central 
generating plant was useful for the 
purpose of steam generation only. 
Provision for the elements of return, 
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and depreciation applicable to this 
property would indicate a total cost 
per thousand pounds produced far in 
excess of the price of 424 cents be- 
ing received from the steam-heating 
company. However, no adjustment 
will be made for this item, for the 
purpose of temporary rates.” [21 
PUR(NS) at p. 341.] 

Although we made no adjustment 
to provide respondent with a compen- 
satory steam rate in the temporary 
rate order, such an adjustment should 
be made on final disposition. A test 
of the inequity of the 424-cent rate 
may be illustrated by the following 
computation based on operations in 
1939: 
$125,515.12 


12,936.09 
1,005.00 


Total out-of-pocket cost .... $139,456.21 

Deduct credit for electricity gen- 

erated at prices that would be 
paid if purchased 


Cost of production operation 
Cost of production maintenance .. 
Rents 


22,879.00 


Remaining out-of-pocket cost ap- 
plicable to production of steam 
for sale to York Steam Heating 


116,577.21 


Pounds of steam produced and sold 
to heating company 
Cost per M pounds produced .... 


219,680,196 
53 cents 


Respondent attempted to show that 
the 423-cent price is reasonable by 
submitting in evidence Exhibit 6 
showing “. the beneficial in- 
terest or profit accruing to the electric 
company resulting from the operation 
of the central electric generating 
plant for the production of steam in 
lieu of operations on a strictly standby 
basis during the year ended Decem- 
ber 31, 1936.” This exhibit was pre- 
pared under the direction of John B. 
Ink, engineer employed by Day & 
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Zimmerman, who submitted it in evi- 
dence and was examined thereon. 
Exhibit 6 was summarized to show a 
“profit resulting from sale of steam 
and generation of 3,925,100 kilowatt 
hours of energy—” amounting to 
$41,937 to which was added $36,842 
for the cost of operating the plant for 
“strictly standby purpose,” resulting 
in “an aggregate profit of $78,779 to 
respondent by virtue of its present 
method of operations.” The method 
of computation employed by Ink as- 
sumes that the generating station is 
an important and necessary property 
item and whether operated or not, 
should be included in the rate base; 
also that the cost of holding it as a 
“hot standby” should be included in 
operating expenses. We have includ- 
ed the plant as used and useful prop- 
erty in our fair value determination, 
due to the use made of in in the gen- 
eration of steam and electricity during 
the steam-heating season. But in so 
doing, we must also take into account 
a proper division of all costs between 
respondent’s electric consumers, on 
the one hand, and steam consumers 
served by the steam company, on the 
other. Such proper division cannot 
be made unless all costs including re- 
turn and depreciation are included. 
The primary justification for the 
plant’s use is based on steam genera- 
tion and if it were not actually op- 
erated all or a substantial part of the 
value assigned to it would have to be 
excluded from the fair value deter- 
mination. 

All of the power requirements of 
respondent must be supplied by Metro- 
politan Edison Company, Pennsyl- 
vania Water and Power Company, 
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and Safe Harbor Water Power Cor- 
poration, under a contract dated Janu- 
ary 1, 1935. Article VIII thereof 
provides that respondent shall “‘main- 
tain its present steam plant for emer- 
gency and standby service.” Witness 
Ink interprets this provision to mean 
that respondent must maintain a “hot 
standby,” namely, one ready for in- 
stantaneous operation should an 
emergency occur and that an annual 
allowance of approximately $58,000 
should be made for out-of-pocket la- 
bor, fuel, maintenance, and other 
costs. We do not agree with this con- 
tention. Standby facilities are of vari- 
ous types, such as “cold reserve,” “hot 
reserve,’ and “spinning reserve.” 
Cold reserve is that reserve generat- 
ing capacity available for service but 
not in operation; hot reserve is that 
reserve generating capacity in opera- 
tion but not in service; and Spinning 

eserve is that reserve generating ca- 
pacity connected to the bus and ready 
to furnish load. The annual cost, ex- 
‘ clusive of fixed charges such as re- 
turn and depreciation, of a hot reserve 
is substantial whereas the annual cost 
of a cold reserve is relatively insignifi- 
cant. Over a long period of years, 
the plant has produced electrical en- 
ergy during the heating season only, 
except in a few isolated instances, 
when it produced negligible quanti- 
ties in the summer months. Respond- 
ent’s president stated that “we have at 
times operated during the summer 
months, but very little.” In view of 
the facts that the three wholesale 
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power suppliers must furnish all of re- 
spondent’s requirements and that the 
use of the plant in other than the 
heating season is negligible, it is our 
opinion that there is no justification 
for the claim that respondent is re- 
quired to maintain a hot standby. 

Much of Ink’s study is based on 
the premise that the primary function 
of the power plant is to produce elec- 
tricity and that since the plant is al- 
ready there, the production of steam 
for the steam company is incidental 
and should, therefore, be assigned 
only incremental or incidental out-of- 
pocket costs and nothing for return 
and depreciation. This is an errone- 
ous assumption. While at one time 
the power plant may have been the 
sole or principal source of respond- 
ent’s electric supply, conditions have 
undergone a revolutionary change, so 
that for a number of years the only 
important active function has been 
the production of steam. More rea- 
sonable computations would assign 
the total return, depreciation, and 
out-of-pocket costs to steam produc- 
tion and assign only incremental or 
incidental out-of-pocket costs to elec- 
tric production. However, our allow- 
ance for the steam price will not be 
based on this extreme (though sup- 
portable) position any more than it 
will be based on the other extreme 
position taken by Ink. Our finding 
will be based on considered judgment 
of all the facts, including the follow- 
ing computations in Table I covering 
the years 1936 and 1939: 
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Taste I 
1936 1939 
Respondent 
Respondent on basis 
Ink Ex. No. 6 used in 
Ex.No.6 Adjusted Ex.No.6 Adjusted 
Operation and maintenance costs incurred at 
central power plant on the basis of actual 
operations 
Estimated operation and maintenance costs 
based upon the operation of the central plant 
for strictly hot standby purposes 
Amount that would be paid for power gener- 
ated had it been purchased under contract 
dated January 1, 1935 
Net cost of producing steam, exclusive of re- 
turn, depreciation, and other possible fixed 
charges 


$142,178 $142,178 $839,456 $139,456 


57,773* 58,741* 


24,220* 24,220* 22,879* 22,879* 


$60,185 $117,958 $57,836 $116,577 














Pounds of steam produced ....cccccece 

Cost per M pounds 

Return and depreciation on steam production 
property—at least 

Total cost including minimum of $30,000 for 
return and depreciation 

Total cost per M pounds 


240,287,000 240,287,000 219,680,000 219,680,000 
$.25 $.49 $.26 $.53 


$30,000 $30,000 


$147,958 
$.615 


$30,000 $30,000 


$87,836 $146,577 
$.40 $.667 


* Red 


The item shown above in the amount 
of $30,000 represents our judgment 
of the minimum annual cost for an- 
nual return and depreciation, using 6 
per cent for rate of return and 3 per 
cent for depreciation. Capitalization 
of $30,000 at 9 per cent produces a 
base figure of approximately $333,- 
000. Palmer submitted evidence for 
the Commission showing that ap- 
proximately $500,000 of the depre- 
ciated reproduction cost of respond- 
ent’s production facilities was prop- 
erly applicable to steam production as 
distinct from electric production. In 
view of our fair value finding for the 
total property and its relationship to 
the various estimates of cost and 
value, from which the fair value was 
determined, it is our opinion that the 
use of an annual cost of at least $30,- 
000 for the return and depreciation 
elements of the cost of steam produc- 
tion is reasonable. 


It is our opinion and we find that 
respondent’s credit for steam produc- 


167 


tion transferred should be based on a 
price of 52 cents per thousand pounds. 
The use of this price instead of the 
42}-cent price results in an adjust- 
ment of item 3 in Table H from $93,- 
364 to $114,234, the difference of 
$20,870 representing additional in- 
come to respondent. 


Item 4—Production Rents 


Respondent includes $1,005 for 
this item, while we allow $30. The 
difference of $975 is due to the discon- 
tinuance in October, 1939, uf the use 
by respondent of facilities at the cen- 
tral power plant owned by York Rail- 
ways Company. 


Item 8—Transmission Maintenance 


Item 11—Distribution Maintenance 


For the reasons stated under pro- 
duction maintenance, our allowances 
for these items will be based on main- 
tenance experience over a_ period. 
There was no segregation made by 
respondent of transmission and dis- 
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tribution expenses prior to 1936; 
therefore, the allowances will be 
based on the averages for the four 
years ended December 31, 1939. The 
yearly charges were as follows: 


Transmission Distribution 


$4,639.36 $54,589.86 
5,931.57 57,477.40 
5,359.58 43,508.75 
6,673.63 48,930.45 


Based upon an average cost of ap- 
proximately $5,650 for transmission 
maintenance and $51,200 for distri- 
bution maintenance, we find that al- 
lowances of these amounts are rea- 
sonable. 


Item 12—Distribution Rents 


The 1939 charges for this item 
amounted to $11,698.50. Of this 
sum $198.50 represented rentals for 
wire crossing and pole attachment 
privileges and the remainder of $11,- 


505 represents payments to York 
Railways Company for certain fa- 
cilities owned by it and used by re- 


. spondent. Commission Engineer 
Palmer made a detailed study of the 
facilities involved, including their 
usefulness to respondent, and sub- 
mitted testimony expressing his opin- 
ion of reasonable annual rentals there- 
for. Palmer described in detail the 
basis of his rental estimates, which 
total $3,402. 

Harry A. Reed, Day & Zimmer- 
man engineer, attempted to support 
respondent’s claim as of November 
30, 1936, for rentals on York Rail- 
ways property and submitted Exhibit 
10 in connection therewith. Reed’s 
estimates must be rejected upon con- 
sideration of his cross examination 
which developed that important facts 
were not given any weight in his de- 
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terminations. All of the seven items 
involved relate to rights of way, pole 
lines, and other distribution property, 
most of which were used jointly by 
York Railways Company and re- 
spondent. However, Reed estimated 
rentals based on the premise that the 
entire use of such property was at- 
tributable to respondent. 

Palmer took the extent of re- 
spondent’s use of the property ‘and 
other factors into consideration in de- 
riving his estimates of proper rentals. 
In view of the thoroughness of Palm- 
er’s study and the obvious defects in 
respondent’s methods, we accept the 
figure of $3,402 for these items. 
Accordingly, our total allowance for 
distribution rents is $3,600, being 
the sum of $3,402 and $198.50 for 
the miscellaneous payments to non- 
affiliated lessors. 


Item 22—Special Services 


The charges to this account total- 
ing $6,257.10 include fees to firms of 
certified public accountants and oih- 
ers rendering necessary — services. 
However, fees and expenses in sub- 
stantial sums paid to numerous af- 
filiates of respondent in the Associ- 
ated Gas & Electric System form the 
bulk of the charges. Nearly all of 
these so-called servicing organizations 
are now out of existence and there 


will be no requirement upon respond- 


ent to accept service therefrom. Con- 
sequently, no allowance need be made 
for them. 

We will make an allowance of $2,- 
500 to meet the cost of such special 
services as may be required, namely, 
fees and expenses to certified public 
accountants for annual audits, and 
such fees of a similar character as 
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respondent may incur from time to 
time. 


Item 23—Legal Services 


In 1939, the charges for legal serv- 
ices amounted to $7,099.47. The 
charges include retainers paid for cur- 
rent legal advice and guidance and 
fees paid for legal services of a spe- 
cial nature. Some of the latter were 
of a nonrecurring nature and no pro- 
vision need be made for future pay- 
ment thereof. In our opinion a rea- 


sonable allowance for current legal 
expenses is $5,000 and we so find. 


Item 24—Regulatory Commission 
Expenses 


[14] In 1939, these charges 
amounted to $69,988.93 and covered 
expenditures applicable to the instant 
rate case amounting to $38,043.43, 
expenditures made in the establish- 
ment of continuing property records 
amounting to $28,610.06 and ex- 
penditures relating to the payment of 
refunds to consumers amounting to 
$3,335.44, following the affirmation 
of our temporary order by the Su- 
preme Court of the United States. 
Separate consideration will be given 
each item. 

The instant rate case began on 
January 27, 1936, and hearings were 
held before the Commission in 1936 
and 1937. The record was closed for 
temporary rate purposes on June 23, 
1937. In an attempt to make avail- 
able at the earliest possible date rate 
reductions to which consumers were 
obviously entitled, a temporary order 
dated July 13, 1937, 19 PUR(NS) 
474, was issued. No specific schedule 
of rates was prescribed therein. That 
order was rescinded, however, on 
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July 27, 1937, and a new temporary 
order prescribing specific rates was 
issued. 

For the reasons hereinbefore stat- 
ed, another temporary order was is- 
sued, dated November 30, 1937, 
21 PUR(NS) 328, which was finally 
affirmed by the Supreme Court. 
Thereafter, hearings were resumed 
before us for the purpose of bringing 
the record up to date and the record 
was closed on June 5, 1940. 


When the case reached the Su- 
preme Court, the claimed rate case 
expenses amounted to $178,374.50. 
We made no allowances therefor in 
the temporary order of November 30, 
1937, on the basis that the rates were 
excessive and the consumers should 
not be burdened with respondent’s 
defense thereof. The Supreme Court 
[307 US 104, 83 L ed 1134, 28 PUR 
(NS) 65, 75, 59 S Ct 715] disagreed 
in part stating: 

“The utility urges that two items 
of expense and a prospective loss 
should be added to the operating ex- 
penses, allowed by the Commission, 
of $1,382,829. The most important 
of these items is the rate case ex- 
penses. The company by its Exhibit 
21 shows these incurred to November 
15, 1937, to be $178,374.50. The 
Commission from Exhibit 23 found 
them to be $127,935 for the twelve 
months ending September 30, 1937. 
The difference probably comes from 
the expenses before and after the pe- 
riod considered by the Commission. 
We assume the higher figures to be 
correct. As the Commission conclud- 
ed that the prior rates of the com- 
pany were obviously excessive, it al- 
lowed nothing for expense in defend- 
ing them. Consequently, there is no 
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discussion of the reasonableness of 
the amount of the company’s charge 
and we accept them as reasonable. 
Even where the rates in effect are ex- 
cessive, on a proceeding by a Com- 
mission to determine reasonableness, 
we are of the view that the utility 
should be allowed its fair and proper 
expenses for presenting its side to the 
Commission. We do not refer to ex- 
pense of litigation in the courts. ‘A 
different case would be here if the 
company’s complaint had been un- 
founded or if the cost of the proceed- 
ing had been swollen by untenable ob- 
jections.’** 

“In the allowance of these ex- 
penses, the period over which they are 
to be amortized will depend upon the 


Pennsylvania Public Utility Commission .... 
United States District Court: 

Middle District of Pennsylvania 

Eastern District of Pennsylvania 
Supreme Court of the United States 


character of services received or dis- 
‘bursements made. There could rare- 
ly be an anticipation of annually re- 
curring charges for rate regulation. 
Under the circumstances here pre- 
sented where full statistics on invest- 
ment, inventory, and labor require- 
ments have been made which, as cu- 
mulated, will form largely the basis of 
all future negotiations, we are of the 
opinion that amortization over a 10- 
year period is reasonable.” * 


We interpret the foregoing to mean 


“25 West Ohio Gas Co. v. Ohio Pub. Utili- 
ties Commission (1935) 294 US 63, 74, 79 
L ed 761, 770, 6 PUR(NS) 499, 456, 55 S Ct 
316; see Wabash Valley Electric Co. v. 
Young, 287 US 488, 500, 77 L ed 447, 455, 
PURI1933A 433, 53 S Ct 234.” 

“28 Wabash Valley Electric Co. v. Young, 
supra; West Ohio Gas Co. v. Ohio Pub. 
Utilities Commission, supra.” 
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that amortization of only the cost by 
respondent of “presenting its side to 
the Commission” is the amount to be 
amortized over a 10-year period. Ac- 
cordingly, our finding will be on that 
basis. 

Statements showing the total cost 
to respondent of conducting the rate 
case before the Commission, two 
Federal district courts and the Su- 
preme Court of the United States, 
from 1936 to December 31, 1939, 
were submitted by respondent in com- 
pliance with our request. These ex- 
penses were segregated to show the 
amount applicable to each jurisdic- 
tion. The total cost to December 31, 
1939, was $300,563.43, distributed as 
follows: 

Total 
$146,317.51 


71,117.42 
55,918.61 


Expenses 
$28,028.37 


14,560.37 
4,778.80 


Services 
$118,289.14 


56,557.05 
51,139.81 
19,617.86 7,992.03 27,209.89 


$245,603.86 $54,959.57 $300,563.43 


The relative importance of the to- 
tal cost of $300,563.43 is more easily 
understood when it is considered that 
it is equivalent to 8 per cent of the 
fair value of the property, almost 15 
per cent of the gross revenues for one 
year and about 130 per cent of the al- 
lowable return of $228,000 on the fair 
value of the property. The cost is 
wholly out of proportion to the size 
and extent of respondent’s property 
and business; therefore, the various 
items of cost require most careful 
scrutiny. 

Approximately 57 per cent of the 
rate case expenses consisted of legal 
fees and expenses. All told, eight at- 
torneys appeared for respondent, each 
charging substantial fees. A sum- 
mary of legal fees and expenses paid 
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and their distribution by jurisdiction 
is shown below: 


Attorney of Record and 
Firm Connections 


J. Harry LaBrum—Conlen, LaBrum & Beech- 
wood, Phila. : 


Expenses 
Charles H. English—English, Quinn, Leem- 
huis and Tayntor, Erie: 
Fees 
Expenses 
Morgan S. Kauffman, Scranton: 
BOSS coco mar eueane Ciera neeseeacduaes we 
David I. McCahill, Pittsburgh: 
Expenses 
Clarence W. Miles—Miles & O’Brien, Balti- 
more: 
Fees 
Expense 
W shat Biddle Saul—Saul, Ewing, Remick & 
Saul, Phila. : 
Fees 
Expenses 
Vincent K. Keesey—Schmidt, Keesey, Stair 
& Kurtz, York: 
Fees 
Expenses 
Edward F. Huber and Bradford S. Magill— 
Travis, Brownback & Paxson, New York: 
Fees 
Expenses 


Pa. PUC 


general of Pennsylvania. In addition, 
our legal staff was engaged on numer- 


Middle 
District 


Eastern Supreme 
District Court 


$7,500 $7,500 $5,000 
657 1,108 


10,750 
1,013 


5,000 
255 


3,000 
552 


6,000 
859 


3,000 
26 


103 178 


1,890* 
377* 


13,525 
2,416 


6,460 
1,228 


7,450 
1,894 


29,325 
5,915 





Total Fees 
Total Expenses 


ba $54,775 


$44,460 
3,649 


$22,450 
3,479 


$156,825 


4,367 14,763 





Total Fees and Expenses 


$38,408 $59,142 


$48,109 $25,929 $171,588 


* These fees and expenses apply to resumption of hearings before the Commission following 
the Supreme Court’s decision in April, 1939, supra. 


This case was instituted under 
the Public Service Company Law 
which was effective from January 1, 
1914, to June 1, 1937, and which re- 
quired the Commission to assume the 
burden of proof. There can be no 
doubt that this burden was success- 
fully discharged in view of the Su- 
preme Court’s action. Nevertheless, 
the entire case was handled by the 
Commission’s salaried legal staff, not 
only in proceedings before the Com- 
mission but in the various Federal 
courts as well, except that the main ar- 
gument before the Supreme Court 
was presented by a former attorney 


171 


ous other Commission and court pro- 
ceedings and handled large amounts 
of administrative detail. During the 
pendency of the case before the Com- 
mission in 1936 and 1937, the staff 
lawyers’ salaries averaged below $5,- 
000 annually. 

Respondent’s legal fees and ex- 
penses before the Commission 
amounted to $38,408, of which $2,- 
267 applied to hearings after the Su- 
preme Court’s action, leaving $36,141 
as the total applicable to proceedings 
leading up to the temporary orders. 
It is our opinion that the legal fees 
included therein were excessive. An 
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allowance of $25,000 for all legal fees 
and expenses appears to us to be rea- 
sonable and proper, and we so find. 

All other rate case costs in the pro- 
ceedings before the Commission ag- 
gregated $107,909.51 and consisted of 
fees and expenses to Day & Zimmer- 
man, Inc., who prepared the basic evi- 
dence for respondent, transcripts of 
testimony, blueprints, photostats, la- 
bor supplies, and other expenses in- 
cident to the preparation of evidence 
and presentation thereof. All of these 
expenses will be allowed, subject to 
amortization. We desire to point out, 
however, that charges from the so- 
called Associated System Servicing 
companies are included in small 
amounts, and while they are of doubt- 
ful propriety, no adjustment will be 
made therefor. 

In accordance with the foregoing, 
we find the reasonable total rate case 
cost, subject to amortization over a 
10-year period, to be $132,909.51, 
consisting of $25,000 for legal fees 
and expenses and $107,909.51 for 
other costs. The annual amortization 
of $13,291 should apply to the period 
beginning in 1936, and ending in 
1945, 

Although we believe that legal fees 
paid by respondent for services be- 
fore the Federal courts were grossly 
excessive, we do not feel required to 
make detailed comment thereon, since 
under the Supreme Court’s findings 
no allowances should be made there- 
for. 

The next item of cost included in 
Regulatory Commission Expenses in 
1939 covered expenditures amounting 
to $28,610.06, relating to the estab- 
lishment of continuing property rec- 
ords. These records are being estab- 


lished in compliance with regulatory 
requirements in order that an inven- 
tory of the plant and property will be 
perpetually maintained. The total 
cost to December 31, 1939, was $55,- 
673.97. The work was not com- 
pleted on that date, thereby requiring 
further expenditures. Respondent’s 
vice president testified, however, that 
any additional charges would be nomi- 
nal. Owing to the fact that these 
records when completed will be of 
lasting value, we are of the opinion 
and find that the total cost should be 
amortized for rate purposes over a 10- 
year period beginning in 1938, and 
ending in 1947. We will allow $6,000 
annually during this period, which is 
intended to amortize the costs already 
incurred and such additional expend- 
itures as may be necessary. 

With respect to the third item, 
amounting to $3,335.44 in 1939, cov- 
ering the cost of making refunds to 
consumers, we find that no allowance 
should be made therefor in view of the 
fact that it was incurred only by rea- 
son of the unsuccessful attempt made 
by respondent to restrain our tem- 
porary order of November 30, 1937, 
21 PUR(NS) 328. 

Our total annual allowance for 
Regulatory Commission Expense is 
$19,291, consisting of $13,291 for 
amortization of rate case expenses 
and $6,000 for amortization of the 
cost of establishing continuing prop- 
erty records. 


Item 27—Employees Welfare 
Expenses 


[15, 16] In 1939, these costs ag- 
gregated $23,656.90 and covered life 
insurance premiums on employees in 


the amount of $21,429.79 and $2,- 
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227.11 for payments to employees for 
suggestions accepted by respondent 
which tended to improve respondent’s 
operations as to service, safety, or 
other matters. We will allow the lat- 
ter item. 

Regarding the matter of life insur- 
ance premiums, the record shows that 
the cost covers gross premiums to 
Employees Welfare Association, Inc., 
another Associated System affiliate, 
which in turn makes payments to in- 
surance companies. However, our 
informal investigations reveal that 
dividends received from the insur- 
ance companies have been retained by 
the association and not refunded to 
respondent. In 1939, these dividends 
amounted to approximately $1,650. 
We will allow the premiums paid, sub- 
ject to a deduction of $1,650 for divi- 
dends. 

Accordingly our total allowance for 
employees’ welfare expenses is $22,- 
007, consisting of $19,780 for insur- 
ance premiums and $2,227 for em- 
ployees’ suggestions adopted by re- 
spondent in the interest of better op- 
eration and service. 


Item 28—Pensions 


[17] The charges to this account 
in 1939 amounted to $18,614.52 and 
included $9,774.32 for Pension Pay- 
roll and $8,840.20 for Pension Ac- 
crual. The former covers direct pen- 
sion payments to “people who were in 
the employ of the company for a great 
many years” and “when they become 
old and feeble we pay them anywheres 
from $20 to $50 a month, or some- 
thing of that general nature, as a 
service payroll and that will continue.” 
We will allow this item. However, 
the Pension Accrual charges which 
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amounted to $8,840.20 were discon- 
tinued in 1939, and will not be re- 
sumed; accordingly, no allowance 
will be made therefor. 


Item 29—Miscellaneous General 
Expenses 


[18] The charges to this account 
amounted to $8,131.38 in 1939. They 
are of the usual type except as to an 
item of $1,000 covering “Proportion 
of Costs of Industry’s Exhibit at 
N. Y. World’s Fair.” (1939 annual 
report). This is obviously a non- 
recurring item and should be disal- 
lowed. Our allowance, therefore, will 
be $7,131 for miscellaneous general 
expenses. 


Item 30—Structures and Improve- 
ments—M aintenance 


In 1939 the charges for this item 
aggregated $8,542.54. Owing to the 
fact that major maintenance was un- 
dertaken in 1939, the cost therein was 
abnormal. In 1938, the cost was $5,- 
331.69, and in 1937 it was $6,489.76. 
We find that an allowance of $6,500 
would be reasonable for this item. 


Item 34—Allocation of General Office 
Expenses 


The general offices at York are 
owned and maintained by respondent. 
They are also used as general offices 
of York Railways Company, York 
Steam Heating Company, York Bus 
Company, and Glen Rock Electric 
Light & Power Company, all affili- 
ates of respondent. In October, 1937, 
just before the issuance of the tem- 
porary order of November 30, 1937, 
supra, respondent discontinued its 
long-established policy of allocating a 
portion of the administrative and gen- 
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eral expenses to the other companies. 
This placed an additional burden of 
approximately $23,000 annually on 
respondent. It appears unnecessary 
to say that this action was improper 
and designed only to swell respond- 
ent’s operating costs for rate case 
purposes. We have been advised that 
the action was rescinded in 1940 and 
respondent will. thereby be relieved of 
the $23,000 of improper charges. We 
have given effect to a credit to operat- 
ing expenses in item 34 of Table H 
for this amount. 


Annual Depreciation 


[19] Our allowance for annual 
depreciation in the temporary order 
was based on the charge made by re- 
spondent on the books for the twelve 
months ended September 30, 1937. In 
final disposition of the case, our find- 
ing must be based on depreciation 


studies, although the book charge will 
be considered to the extent deemed 


proper. 

Respondent submitted no evidence 
relating to annual depreciation, being 
content to stand on the book charges, 
which over a period of years have 
produced a depreciation reserve equal 
to almost 50 per cent of the undepre- 
ciated fixed capital, although on the 
basis of observed depreciation as of 
November 30, 1936, respondent con- 
ceded only 11 per cent for accrued de- 
preciation. Thus the consumers have 
not only returned almost one-half of 
respondent’s total investment, but, as 
the record shows, have provided ex- 
cessive returns as well. This condi- 
tion requires correction, at least to the 
extent that future charges in the rates 
for depreciation will be no more than 
reasonable in each year. 
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Table G shows accrued depreciation 
figures based on age-life studies and 
calculated by the straight-line and 4 
per cent compound interest methods; 
also the resultant annual depreciation 
figures. These figures, together with 
other available evidence of annual de- 
preciation are shown below: 


Annual depreciation charged on books 
in 1939 
Calculated annual depreciation— 
Table G: 
Reproduction cost—4% 
pound-interest method 
Straight-line method 
Original cost—4% compound-in- 
terest method 


$135,358 


79,864 
134,737 


Consideration of the foregoing in- 
dicates to us that an annual allowance 
for depreciation amounting to $120,- 
000 would be reasonable, and we so 
find. We base this upon our consid- 
ered judgment of all the facts of rec- 
ord and have not relied solely on arith- 
metical calculations or any other one 
factor. 


Taxes 


The total tax liability recorded for 
1939 was $256,170.01. Several of 
the tax items are calculated on the 
basis of gross revenues and two are 
based on taxable net income. On the 
basis of the rate reduction herein or- 
dered, the total annual tax liability 
will be lower than in 1939, despite in- 
creases in the Federal income tax 
rates which have been subsequently 
established. In our opinion an annual 
allowance of not more than $200,000 
for all taxes is reasonable and we so 
find. 

In accordance with the findings 
herein made, it would appear that re- 
spondent is entitled to charge electric 
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rates designed to yield annual gross 
revenues amounting to $1,649,347, 
made up as follows: 


$228,000 


1,101,347 
120,000 
200,000 


Total allowable operating revenues $1,649,347 


The operating revenues in 1939 
amounted to $1,981,829.92. It is 
evident, therefore, that based on our 
analysis of the record, respondent’s 
consumers are entitled to further an- 
nual savings totalling $332,483. 


The foregoing findings are based 
upon a record which contains no rate 
base data or operating figures dated 
after 1939. However, the annual re- 
port for 1940 is now on file and al- 
though it is not of record, as are 
previous reports, we believe it desir- 
able to comment upon changes in op- 
erating results and utility plant costs 
that occurred in 1940. The following 
Table J is a comparative operating in- 
come statement showing the results 
of operations in 1939 and 1940, to- 
gether with the allowances made by 
us: 
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TABLE J 


Operating revenues .. 


Operating expenses: 
Production— 
Operation 
Maintenance 
Rents 


Total production 


Power purchased 

Transmission— 
Operation 
Maintenance 


Distribution— 
Operation 
Maintenance 


Customers accounting and collecting expenses 
Sales promotion expenses 


Administrative and general expenses : 
Salaries of general officers and executives ... 
Other general office salaries 
Expenses of general officers 
Expenses of general office employees 
General office supplies and expenses 
Management and supervision fees and expenses 
Special services 
Legal services 
Regulatory Commission expenses 
Insurance 
Injuries and damages 
Employees welfare expenses 
Pensions 
Miscellaneous general expenses 
Maintenance— 
Structures and improvements 
Office furniture, etc. 
General rents 
Duplicate miscellaneous charges—Credit .... 
Allocation of general office expenses to af- 
filiated companies 


Total administrative and general 
Merchandising and jobbing .......... pieeeies 
Annual depreciation ....... er er ee 


Total operating expenses, depreciation, 


and taxes 


Operating income 
* Credit. 


eeeeeeeoeeseseeeeeseseeeseee 


40 PUR(NS) 176 


1939 


$1,981,829.92 


1940 
$2,150,786.06 


Allowed 
$1,649,347 








$125,515.12 


0 
93,364.08* 
$46,092.13 
$689,662.07 
$3,605.74 


$10,279.37 


$139,567.43 
25,788.49 


30.00 
109,491.87* 


$125,515 
15,400 


30 
114,234* 





$55,894.05 


$26,711 





$743,380.46 


$3,307.66 
5,570.85 
416.67 


$689,662 


$3,606 
5,650 





$9,295.18 


$9,256 





$36,558.22 
48,930.45 
11,698.50 


$44,039.53 
52,373.31 
11,196.50 


$36,558 
51,200 


) 





$97,187.17 
$69,377.15 
$29,147.81 


$29,149.93 
39,202.37 
4,104.27 
2,029.00 
18,537.35 
16,320.00 
6,257.10 
7,099.47 
69,988.93 
2,754.99 
2,622.68 
23,656.90 
18,614.52 
8,131.38 


8,542.54 
608.17 
682.24 

5,328.92* 


$252,972.92 


$107,609.34 


$91,358 





$72,522.99 


$69,377 





$29,120.07 


$29,148 





$26,199.88 
38,124.87 
4,457.31 
1512.90 
20,110.80 
16,320.00 
3,517.57 
10,245.20 
16,163.70 


7,534.50 


4,777.83 
657.77 
375.86 

5,531.93* 


$29,150 
39,202 
4'104 
2,029 
18,537 
16,320 


23,000* 





$189,048.27 


$159,884 





$25,951.47 
$135,357.76 


$29,223.27 


$25,951 





$165,170.91 


$120,000 





$256,170.01 


$330,285.87 


$200,000 





$1,612, 197.86 


$1,731,550.41 


$1,421,347 





$369,632.06 


$419,235.65 


$228,000 
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During 1940, net additions to 
utility plant amounted to $276,819.99 
and the net increase in Reserve for 
Depreciation of Utility Plant was 
$141,952.70, thus indicating an in- 
crease of $134,967 in the fair value 
finding. An additional allowance of 
approximately $8,000 in annual de- 
preciation by reason of the additional 
property installed would appear to be 
proper. 

Making adjustments for important 
changes in operating revenues and 
costs in 1940, not already considered 
in the above allowances, it would ap- 
pear that the annual allowable operat- 
ing revenues should be $1,734,436 
based on 1940 instead of $1,649,347, 
which was based on data for 1939 and 
previous years. This adjustment 
arises in the following manner: 


TABLE K 


Gross revenues allowed based on data 
for 1939 and previous years 
Additions due to increases in fol- 
lowing costs: 
6% return on $135,000 increase in 
rate base 
Production operation .. 
Production maintenance 
(10-year average 1931- 
1940 instead of 1930- 
1939) 


$1,649,347 


Power purchased 
Distribution operation ... 
Customers accounting and 

collecting expense .... 
Administrative and gen- 

eral 10,000 
Merchandising and jobbing 3,272 
Annual depreciation on 

plant additions 


7,481 
3,145 


108,368 
$1,757,715 





Sub-total 


Deductions : 

To convert steam transferred 
credit to price of 52 cents, for 
additional steam sold in 1940 3,604 

Adjusted allowable operating 
revenues 


$1,754,111 


In the above table we made provi- 
sion for increased administrative and 
{12] 
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general expenses in 1940 over 1939 
amounting to $10,000. These in- 
creases are not clearly apparent from 
Table J, which, to casual scrutiny, does 
not indicate such increased costs. 
However, the figures in Table J for 
1939 and 1940 are not on a compa- 
rable basis. No credits were deducted 
in the 1939 figures for allocation of 
costs to affiliated companies occupying 
the same offices and utilizing the same 
personnel, whereas credits in 1940 
were deducted to the extent of ap- 
proximately $13,500. Based upon 
these circumstances, we have allowed 
experienced increases of approximate- 
ly $10,000 for such administrative ex- 
penses as were not otherwise provided 
for in this order. 

The actual operating revenues 
amounted to $2,150,786.06 in 1940, 
or $396,675 in excess of the allow- 
able operating revenues above de- 
veloped. We will order respondent to 
file a new tariff designed to produce 
operating revenues not to exceed $1,- 
754,000, annually. Our development 
of this amount, as previously stated, 
was partially based on data not of 
record, but set forth in a document 
filed with us by respondent. Adjust- 
ment of the findings based strictly on 
the record is obviously required and 
we have made every attempt to give 
respondent full credit for legitimate 
and experienced increases in costs. In 
like manner, we have considered in- 
creased revenues in 1940 over those 


of 1939. 
Rates 
The rates presently in effect were 
prescribed in the temporary order of 
November 30, 1937, 21 PUR(NS) 
328. In filing reduced rates in com- 
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pliance with this order nisi, respond- 
ent should give consideration (a) to 
further simplification of the rate 
structure by elimination of discrim- 
inatory or unnecessary schedules; (b) 
to the desirability of a substantial re- 
duction in the wholesale rate to Glen 
Rock Electric Light and Power Com- 
pany, an affiliated company adjacent 
to respondent, in order to close the 
differential between the retail rates of 
Glen Rock and respondent; (c) to the 
establishment of rates for commercial 
and power consumers based on de- 
mand and consumption charges for 
consumers having measured demands 
of 10 kilowatts or more; and (d) to 
the establishment of uniform rates 
for street lighting service. The pro- 
posed reduced rates should be sub- 
mitted to the Commission for review 
prior to filing, supported by consumer- 
consumption studies and computa- 
tions showing the annual revenues to 
be derived therefrom. 

Our analysis of the record as set 
forth herein, leads us to the conclu- 
sion that respondent is entitled to re- 
ceive annual gross operating revenues 
of not more than $1,754,000 and that 
the tariff is in need of improvement by 
way of simplification and the elimina- 
tion of discriminatory and unneces- 
sary schedules. 


BUCHANAN, Commissioner, concur- 
ring: I concur in effecting a further 
reduction in electric rates of Edison 
Light and Power Company, but can- 
not agree that the amount of the re- 
duction herein offered is suffcient nor 
that the method used is reasonable. A 
recapitulation of this litigation is in- 
teresting. 


Since prior to 1935 York Rail- 
40 PUR(NS) 


ways has owned all of the common 
stock of Edison Light and Power and 
a 6 per cent demand note approximat- 
ing $1,050,000. York Railways, 
likewise has owned all of the common 
stock of York Steam Heating Com- 
pany and of York Bus Company. 

All of the common and preferred 
stocks of York Railways in turn are 
owned by NYPANJ, a subholding 
company in the Associated Gas and 
Electric System, and by this indirect 
method Edison is a part of that sys- 
tem. York Railways has outstanding 
$6,106,000 of 5 per cent first mort- 
gage and collateral trust bonds, for 
the payment of which the common 
stock of the Edison Light and Power 
Company is pledged as collateral. 
This bond issue came due December 
1, 1937, and was extended for a 
period of ten years by order of the 
Pennsylvania supreme court over the 
objection of the Commission. (York 
R. Co. v. Driscoll [1938] 331 Pa 193, 
24 PUR(NS) 405, 200 Atl 864.) 

In 1935, Edison Light and Power 
Company filed with the Commission 
an application at Docket No. 32142, 
7 PUR(NS) 337, to transfer $650,- 
000 from its reserve for depreciation 
to its surplus account in order to make 
it available through declaration of 
dividends for use of York Railways 
Company. This application was prop- 
erly dismissed as contrary to the public 
interest. 

In 1936, an application by York 
Railways Company and Edison Light 
and Power Company, for approval of 
the merger of the two companies at 
Docket No. 33811, was likewise dis- 
missed as seeking to accomplish the 
same objective as that intended at 
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Docket No. 32142, and, therefore, 
was contrary to the public interest. 

From the investigations conducted 
in connection with these applications 
developed this complaint against 
rates of Edison Light and Power 
Company. Under the new Public 
Utility Law, a temporary reduction of 
$435,000 was ordered by the Com- 
mission on November 30, 1937, 21 
PUR(NS) 328, and was sustained 
by the Supreme Court of the United 
States after litigation in two Federal 
district courts, coupled with an ever 
changing array of legal talent, which 
at least was a reflection upon the Com- 
mission and the courts. 

In 1938, after the Pennsylvania 
supreme court decision in the Rail- 
ways Case, supra, York Railways 
filed an application with the Commis- 
sion to abandon its street railway op- 
eration. This application was granted 
and York Railways Company became 
extinct as a street railway operating 
company and became in form, at 
least, a holding company, with no as- 
sets other than Edison Light and 
Power Company common stock; a 
million dollar note obligation of Edi- 
son; common stock of a par value of 
$5,000 in York Steam Heating Com- 
pany; a small $500 par value invest- 
ment in York Bus Company, and junk 
value of its railway property, the total 
of all items not exceeding $3,000,000. 
Against these assets were offset bonds 
totaling $6,106,000, of which Edison 
owned about $1,000,000, and stock 
liability approximating $4,000,000, a 
total in excess of $10,000,000. 

Since Edison owns $1,000,000 in 
York bonds, interest payment by York 
on this amount must necessarily be a 
return of the dividends pro tanto 
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which York receives from Edison. 
Also, it being a “family” affair (both 
a part of the Associated Gas and 
Electric System), for York to keep 
its hold on the Edison stock, sufficient 
income is necessary to meet interest 
payments at 5 per cent on only $5,- 
000,000 of the $6,000,000 issue of 
bonds, or $250,000 annually. 

Steam Heating Company, it is esti- 
mated, will pay $30,000 annually, Edi- 
son, by this order, will contribute 
$228,000, a total of $258,000, or 
sufficient tu preserve Edison in the 
Associated Gas and Electric System 
temporarily at least. 

This brief résumé of proceedings 
before the Commission and in the 
courts is conclusive of the tremendous 
effort made by Associated Gas and 
Electric Corporation to keep control 
over York Railways and Edison Light 
and Power at the expense of the cus- 
tomers of Edison. Indeed, there has 
been little or no change in that policy 
with the advent of the receivership of 
the Associated System. A year’s ne- 
gotiation with the trustees has proven 
fruitless in effecting an equitable re- 
duction of Edison’s rates. 

The time has long since passed 
when the trustees should meet this 
situation squarely, do away with 
further palliatives, fake remedies, and 
prayerful delays and reorganize this 
small branch of the Associated’s 
sprawling system on a sound basis, 
which will include customer consid- 
eration. 

Based upon the reaction of the Su- 
preme Court in its concurring opin- 
ions of Justices Frankfurter and 
Black in Driscoll v. Edison Light & P. 
Co. (1939) 307 US 104, 123, 83 L 
ed 1134, 28 PUR(NS) 65, 59 S Ct 
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715, the Commission order does not in 
itself go far enough in reducing rates. 
First, as to rate base the order finds 
a fair value equal almost to the dollar 
to that fantastic conception of equity 
and justice “reproduction cost new 
less accrued depreciation.”’ The opin- 
ion finds $3,800,000 to be a fair 
value. It also finds reproduction cost 
new less accrued depreciation by the 
straight-line method to be $3,790,216. 
(Only one small electric company out 
of 70 odd reporting to the Commis- 
sion uses other than the straight-line 
method of computing depreciation. ) 
This would be a splendid oppor- 
tunity “to escape the fog into which 
speculations based on Smyth v. Ames 
({1898] 169 US 466, 42 L ed 819, 
18 S Ct 418) have enveloped the 
practical task of administering sys- 
tems of utility regulation.” (Concur- 
ring opinions of Justices Frankfurter 


and Black in Driscoll v. Edison Light 
& P. Co. supra.) But this is an ex- 
treme application even of Smyth v. 


Ames, supra. When money has sel- 
dom been cheaper, the order gives no 
weight to original cost and finds the 
highest fair value of reproduction 
cost new. 

It has always been an objective in 
rate regulation to eliminate specula- 
tion in determining rates as much as 
possible. It is better to utilize actual 
costs rather than theoretical costs and 
to compensate for dollar values 
through more easily deétermined 
media such as rate of return. 

In this case the evidence is con- 
clusive that a rate of return of 6 per 
cent is excessive. Indeed, the Com- 
mission order argues entirely for a 54 
per cent rate of return, but concludes 
in the very last sentence under that 
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caption “that an allowance of 6 per 
cent for rate of return is reasonable,” 

On July 16, 1941, Federal Power 
Commission handed down an opinion 
“In the Matter of Chicago District 
Electric Engineering Corporation,” 
(Federal Power Commission Opinion 
#63 IT—5500), 39 PUR(NS) 263, 
278, which rejected all evidence relat- 
ing to reproduction cost new, found 
a rate base on original cost or prudent 
investment, and allowed a rate of re- 
turn of 54 per cent. In dealing with 
the latter element, the Federal Power 
Commission said at page 29: “Since 
the conclusion of the hearings in this 
case in October, 1940, we take note of 
the swiftly moving events, both here 
and abroad. However, notice is also 
taken of the fact that there has been 
no such change in interest rates and 
yields as would require a conclusion 
any different from that which fol- 
lows from the evidence of record. 

“After carefully considering all the 
evidence of record, it is concluded that 
a 54 per cent rate of return is fair and 
reasonable on the rate base allowed.” 

This reasoning is applicable to the 
instant case. 

But, there are two other matters 
which seem to me to be fundamental in 
utility regulation, but not mentioned 
in the Commission’s order. 

First, is the allowance of $16,320 
annually for “management and super- 
vision fees and expenses.” This fig- 
ure is a matter of contract with the 
Management Company of the Associ- 
ated System. From the record in this 
case, I believe it to be conclusive that 
the less management exercised by the 
holding company the better are the 
results obtained for Edison and its 
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customers, and the advent of the trus- 
tees does not change the situation one 
iota. 

An example of the management 
that has been exercised is, “rate case 
expenses” claimed in the amount of 
$171,500 as legal fees and $107,000 
as engineering fees, the total exceed- 
ing 10 per cent of the depreciated 
hook cost of the company. The rec- 
ord shows the holding company was 
greatly responsible for hiring the 
lawyers and that a vice president of 
the engineering firm was a director of 
Edison. As the matter now stands, 
the contract has been temporarily ap- 
proved by the Commission, but actu- 
ally the effect of the contract is to au- 
thorize duplication of the functions 
of the general officers at a cost of 
$16,320 annually. 

Fundamentally, supervision by a 
holding company over its operating 
companies is an operating expense of 
the holding company and not of its 
subsidiaries. - Such supervision is the 
only reason for the existence of a 
“holding company,” and the efficiency 
of that supervision should be the sole 
attraction for investment in it. Since 
investor control can make “super- 
vision” either efficient or inefficient, 


having the holding company investor 
pay the bill for it will be more con- 
ducive to real efficient supervision. 

Finally, the respondent has ac- 
cumulated on its books under “Re- 
serve for Depreciation of Utility 
Plant,” an amount of $2,339,879.79. 
The order states: “This large reserve 
was provided by consumers in the rates 
charged, in addition to all charges 
made for operation, maintenance, 
taxes, and return on the value of the 
property. The predominant 
facts in relation to respondent’s depre- 
ciation reserve are that the reserve in 
its entirety was collected from consum- 
ers in the rates charged and that only 
$2,579,755 remains to be recovered in 
the future.” I heartily subscribe to 
these statements and conclude that ac- 
cumulations in the “Reserve for De- 
preciation” in excess of actual accrual 
are donations to capital. I believe that 
such excessive reserves or donations 
are deductible from the rate base and 
no return should be allowed thereon. 
To do otherwise is to compel consum- 
ers to pay dividends on their own 
money to strangers. 

As the order stands $1,250,000 of 
consumers’ money is used to earn a 
return for York Railways. 





WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


Re Robert C. Kercheval 


[Order M. V. No. 35985, Hearing No. 2557.] 


Certificates of convenience and necessity, § 85 — Grounds for denying permit — 
Failure to comply with laws — Knowledge and intention. 

A statute providing that no permit shall be granted if the applicant fails 

or has failed to comply with the state laws is not to be construed as pre- 
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cluding the Department from granting an application for a contract carrier 
permit because of prior operation by the applicant without first obtaining 
a permit, resulting in arrest and a fine for such operation, in the absence 
of a showing that the applicant failed to comply with the laws for a con- 
tinued period knowingly and intentionally. 


[August 18, 1941.] 


PPLICATION for permit to operate as a contract carrier to 


haul explosives; granted. 


By the DEPARTMENT: This matter 
came on regularly for hearing at 
Wenatchee, Washington, on the Ist 
day of July, 1941, pursuant to notice 
duly given. 


The parties were represented as fol- 
lows: 

Robert C. Kercheval, for the appli- 
cant; W. Robert Evitt of Burnett & 
Evitt, Lakeside, and David C. Howell, 
Lakeside, for the protestants. 


History and Nature of Proceedings 


Robert C. Kercheval of Chelan, 
Washington, made application on 
April 29, 1941, for a contract carrier 
permit under the provisions of Chap. 
184 of the Laws of 1935, as amended, 
and the rules and regulations govern- 
ing motor freight carriers adopted by 
the Department thereunder to author- 
ize: 

Intrastate, nonscheduled service as 
a contract carrier of explosives under 
contract with Howe Sound Mining 
Company between Chelan station and 
Howe Sound Company dock at Lake- 
side. . 

This application was protested by 
the holder of an existing common car- 
rier permit, Burnett & Evitt of Lake- 
side. This protestant alleged that it 
operated three trucks in the territory 
applied for and that it was in the best 
position to haul the high explosives in- 
40 PUR(NS) 


asmuch as protestant hauled ore from 
the dock to the railhead and generally 
returned empty; that the equipment it 
had was capable of hauling greater 
loads than that of the applicant thus 
allegedly giving the shipper better 
service. Protest having been received, 
the matter was set for hearing on July 
1, 1941. 

The applicant appeared at the hear- 
ing and W. Robert Evitt of Burnett & 
Evitt, the protestants herein, also ap- 
peared. Mr. David C. Howell of 
Lakeside, who also holds a permit 
from this Department, appeared at 
the hearing in the capacity of protes- 
tant. The hearing, however, was not 
held but was continued. Being fully 
advised in the premises, the Depart- 
ment makes and enters the following 
findings of fact, opinion, and or- 
der: 


Findings of Fact 


On July 22, 1941, the Depart- 
ment received a telegram signed by 
Robert Evitt, for Burnett & Evitt, 
protestants herein, notifying the De- 
partment that said protestant hereby 
withdrew its protest of this applica- 
tion. On July 30, 1941, the Depart- 
ment also received a telegraph from 
David C. Howell, the second protes- 
tant herein, also advising the Depart- 
ment that he wished to withdraw his 
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protest of the R. C. Kercheval appli- 
cation. Later the Department re- 
ceived letters from both protestants 
confirming their respective telegrams. 

From the records and files in this 
matter, it appears that the applicant is 
a distributor of Standard Oil products 
at Chelan, Washington. He has en- 
tered into a contract with the Atlas 
Powder Company to transport explo- 
sives and blasting supplies handled by 
the Atlas Powder Company to or from 
the cars of the Great Northern Rail- 
way Company at Chelan Station, 
Washington, to or from the Howe 
Sound Company’s dock at Lakeside, 
Washington. No executed copy of 
this contract has as yet been filed with 
this Department. The unexecuted 
copy which applicant has filed does not 
conform in all respects with the De- 
partment’s rules respecting contracts 
between contract carriers and their 
shippers. 

From the records and files in this 
proceeding, it appears that applicant is 
the owner of one 1936 Mack truck. 
The data shown on his application for 
permit form shows that he is financial- 
ly sound. 

We find that applicant is financially 
able, properly and adequately equipped, 
and capable of conducting the trans- 
portation service applied for in con- 
formance with the law and the rules 
and regulations of the Department. 
There is nothing in the records and 
files indicating that to grant this ap- 
plication would unreasonably congest 
the highways or be contrary to the in- 
terest of the shipping public, or would 
tend to impair the stability or dependa- 
bility of existing service essential to 
the public needs or requirements. 

It also appears from the files that 


applicant has been hauling powder for 
this company for a period of about 
sixteen years. He has regarded him- 
self as an agent of the company to look 
after the hauling of powder. He has 
operated a motor vehicle over the state 
highways for compensation without 
first obtaining a permit to do so and 
on April 23, 1941, was arrested for 
such operation between Chelan Falls 
and Lakeside. 
justice court but prior thereto had 
come to Olympia to the Department 
of Public Service and made applica- 
tion for permit. He had not intended 
to violate state laws. 


Opinion 
Rem. Rev. Stat. 6382-5 (Trust 
Act) provides “No permit shall be 
granted if the applicant, or 
any of its principal officers or stock- 


holders, fails, or has failed, to comply 
with the laws of the state of Washing- 
ton.” 

It is our opinion, and we find, that 
the statutory construction of this pro- 
vision does not preclude the Depart- 
ment from granting the application in 


this case. The failure to comply with 
the laws of the state of Washington, 
referred to in the statute, must be con- 
strued to be an intentional continuing 
failure; i. e., and application is re- 
quired to be denied, under this section, 
if the applicant has failed to comply 
with the laws for a continued period, 
knowingly and intentionally, either 
prior or subsequent to the time he 
made application for permit. Any 
other construction of this statute would 
be unreasonable as it would bar ap- 
plicants who might have unintention- 
ally violated the law through lack of 
knowledge that it applied to their par- 
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ticular operation. In this case, appli- 
cant had operated without a permit 
but upon learning that such was nec- 
essary if he were to continue his trans- 
portation business, he immediately ap- 
plied for a permit in compliance with 


the Truck Act, and since applying has 
not engaged in any transportation for 
compensation. 

It is our opinion, and we find, that 
the application herein should be grant- 
ed. [Order omitted. ] 





OHIO SUPREME COURT 


Ohio Fuel Gas 


Company et al. 


x 0) 


Public Utilities Commission 


[Nos. 27813, 27814.] 
(138 Ohio St 483, 35 NE(2d) 829.) 


Rates, § 92 — Jurisdiction of Commission — Ordinances — Mixed gas. 


1. The Commission has power to 


review ordinance rates where a gas com- 


pany has mixed manufactured gas with natural gas while operating under 
an ordinance requiring the furnishing of natural gas of a stated heat 
value at specified rates, notwithstanding a contention that jurisdiction is 
absent because the gas furnished is not natural gas as specified in the 


ordinance, p. 185. 


Franchises, § 40 — Construction — Provision for natural gas — Mixed gas. 


2. Natural gas, and not mixed gas, should be supplied under an ordinance 
providing for natural gas service, since a combination of natural gas and 
manufactured gas was not within the contemplation of the city or the 
gas consumers; and the furnishing of the hybrid product, without the 
knowledge or approval of the city, the users of the gas, or the Commis- 


sion, is unauthorized, p. 186. 


Rates, § 194 — Unit for rate making — Authorized gas service — Exclusion of 


cost of unauthorized gas. 


3. A public utility company, authorized by ordinance to furnish natural 
gas but which has without approval mixed manufactured gas with the 
authorized product, is not entitled to the benefits of any expense incurred 


in obtaining manufactured gas; 
on the basis of the natural gas 


and accordingly rates should be fixed 
supply, eliminating entirely any and all 


expenses connected with the procurement and distribution of the manu- 


factured gas, p. 186. 


[July 23, 1941.] 


PPEAL from Commission order fixing gas rates upon com- 
v \ plaint and appeal as to regulatory ordinance; order re- 


versed and remanded with 
decision, see 32 
40 PUR(NS) 


instructions. 


For Commission 
PUR(NS) 321. 
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OHIO FUEL GAS CO. v. PUBLIC UTILITIES COM. 


APPEARANCES: Eagleson & Lay- 
lin, of Columbus, and Harold A. Ritz 
and Rummel, Blagg & Stone, all of 
Charleston, W. Va., for appellant 
Ohio Fuel Gas Co.; John L. Davies, 
City Attorney and James W. Huff- 
man, both of Columbus, for appellant 
city of Columbus ; Thomas J. Herbert, 
Attorney General, and Kenneth L. 
Sater, of Columbus, for appellee. 


By the Court: On September 10, 
1934, the council of the city of Co- 
lumbus, Ohio, passed Ordinance No. 
349-34, “To regulate the price that 
may be charged for the natural gas in 
the city of Columbus during the period 
of five years from the 12th day of 
November, 1934, and providing for 
the submission of this ordinance to a 
referendum vote at the election to be 
held November 6, 1934.” 

The rate fixed by the ordinance was 
48 cents per thousand cubic feet, with 
a minimum monthly charge of 75 
cents per customer. It was further 
provided that the natural gas furnished 
should possess a “heat value of not 
less than 900 B.T.U. (gross) per cubic 
foot.” 

Such ordinance was submitted to a 
referendum vote of the electors of the 
city of Columbus on November 6, 
1934, and was approved by a majority 
of those voting thereon. 

On November 9, 1934, the Colum- 
bus Gas & Fuel Company and the 
Federal Gas & Fuel Company, Ohio 
corporations engaged in the distribu- 
tion and sale of natural gas and af- 
fected by the ordinance in question, 
filed their separate complaints in writ- 
ing against the ordinance with the 
Public Utilities Commission of Ohio. 
Shortly thereafter, the companies 
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named were duly merged with the Ohio 
Fuel Gas Company, which latter com- 
pany appears herein as appellant. 

The Columbus Gas & Fuel Compa- 
ny at the time of its complaint to the 
Commission elected to charge the 
former rate of 55 cents per thousand 
cubic feet of natural gas furnished 
with a 75-cent minimum monthly 
charge, proceeding under § 614-45, 
General Code, and giving bond. This 
procedure was approved by the Com- 
mission, which assumed jurisdiction 
of the complaints and, after lengthy 
hearings, entered an order on August 
18, 1939, 32 PUR(NS) 321, finding 
the ordinance rate to be unreasonably 
low and fixing a rate as follows: 

“For the first 700 cubic feet, or less, 
or none, measured through any one 
meter, per month, 75 cents. 

“For all over 700 cubic feet meas- 
ured through such meter, per month, 
5 cents per hundred cubic feet.” 

It was found that such rate would 
be the equivalent, in revenue, of an 
average rate of 56.22 cents per 
thousand cubic feet. 

Both the Ohio Fuel Gas Company 
and the city of Columbus appealed to 
this court from the order of the Com- 
mission, the former claiming in gener- 
al on the merits that the rate estab- 
lished was too low, and the latter that 
the rate as prescribed by the ordinance 
of September 10, 1934, was fair and 
reasonable and should have been up- 
held. 

[1] In the course of the hearings 
before the Commission, it developed 
that at times during the period cov- 
ered by the ordinance, and before, the 
gas company engaged in the secret 
and undisclosed practice of mixing 
manufactured gases with the natural 

40 PUR(NS) 





OHIO SUPREME COURT 


gas and furnishing the combined 
product, still possessing a heat value 
above 900 B.T.u. per cubic foot, to 
the gas users of the city of Columbus. 
These manufactured gases were of 
two kinds—inert and so-called re- 
formed—both of which were the 
products of the combustion of natural 
gas. Such practice is referred to by 
the company as “stabilization” and 
vigorously defended, while the city 
calls it “dilution” and strongly con- 
demns it. 

After all the evidence had been sub- 
mitted in the hearings before the Com- 
mission, the city moved a dismissal of 
the company’s appeal for lack of juris- 
diction on the grounds that the gas 
furnished was not natural gas as speci- 
fied in the ordinance; that the Com- 
mission lacked power to authorize the 
company to furnish the character of 
gas actually delivered; and that the 
evidence did not show the cost of fur- 
nishing consumers the kind of gas re- 
quired by the ordinance. 

This motion was overruled by a di- 
vided vote of the Commission, and 
the majority proceeded to fix the rate 
as already mentioned, over the strenu- 
ous objection of the chairman. 

It is urged by the city in its assign- 
ments of errors in this court that the 
Commission committed error in over- 
ruling its motion to dismiss the ap- 
peal. If this contention were sus- 
tained, the result would be to make the 
ordinance controlling. 

The position taken is that the ordi- 
nance imposed the duty on the com- 
pany to furnish and deliver natural 
gas only, and that it had no right to 
deliver natural gas mixed with inert 
or reformed manufactured gas, with- 
out first obtaining permission to do so 


40 PUR(NS) 


as provided in §§ 504-2 and 5043, 
General Code, and that, having failed 
to secure such permission, the Com- 
mission had no jurisdiction to deter- 
mine rates, pure natural gas not hay- 
ing been supplied. In support of the 
argument the city relies upon the pro- 
nouncement of this court in the case 
of Cincinnati v. Public Utilities Com- 
mission (1940) 137 Ohio St 437, 38 
PUR(NS) 378, 30 NE(2d) 797. 

Certain members of this court 
found themselves in accord with the 
city’s contention, while others were of 
the view that the mixing of the inert 
or reformed gas with the natural gas 
did not constitute a change in service 
sufficiently drastic to oust the Commis- 
sion of jurisdiction, and prevent it 
from determining the important mat- 
ters in controversy. To hold in accord 
with the city’s contention would mean 
that the jurisdiction of the Commis- 
sion to entertain an appeal under 
8§ 614-44 to 614-46, General Code, 
inclusive, could be ousted by the 
wrongful act of a utility, even though 
the appeal was being prosecuted by 
one per cent of the electors of a mu- 
nicipal corporation, as permitted by 
§ 614-44, General Code, from an ex- 
orbitant rate allowed such utility by 
the city council of such municipal cor- 
poration. 

This divergence in viewpoint has 
been responsible in a measure for the 
delay in deciding the case. In order to 
reach a common ground and dispose 
of the matter, those members of the 
court favorable to the city’s conten- 
tion have deferred to their associates 
holding a contrary view. 

[2, 3] Ordinance No. 349-34 of 
the city of Columbus specified ‘“‘nat- 
ural gas” of a heat value above a 
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rescribed minimum. In the case of 
Circleville Light & P. Co. v. Buckeye 
Gas Co. (1903) 69 Ohio St 259, 270, 
69 NE 436, 439, it was said that 
“manufactured gas is a sub- 
stance produced by human skill and 
art. Natural gas comes from the 
great laboratory of nature.” 

It is obvious that the gas furnished 
by the company was not unadulterated 
natural gas, but a combination of nat- 
ural gas and manufactured gas, not 
within the contemplation of the city of 
Columbus or the Columbus gas con- 
sumers. Furthermore, this hybrid 
product was created and distributed 
surreptitiously, without the knowledge 
or approval of the city, the users of 
the gas, or the Public Utilities Com- 
mission. Natural gas was called for 
and, under the circumstances, natural 
gas should have been supplied—not 
mixed gas. The company is solely 
responsible for its action and in our 
estimation is not entitled to the bene- 
fit of any expense incurred in obtain- 
ing these manufactured gases. All 
expenses so incurred should be wholly 
eliminated in the determination of a 
rate base. 

In our opinion the most practical 


manner in which to handle the problem 
is to reverse the order of the Public 
Utilities Commission and remand the 
case, with instructions to fix a rate 
for the period in dispute on the basis 
of the natural gas supplied by the com- 
pany, eliminating entirely from the 
computation any and all expenses of 
the company connected with the pro- 
curement and distribution of the man- 
ufactured inert and reformed gas. 
This may be done upon the existing 
record, with additional evidence if 
necessary. 

We have examined and considered 
all other errors alleged by both com- 
plaining parties, and do not find the 
order of the Commission unreasona- 
ble or unlawful except in the one par- 
ticular discussed. 

The order of the Public Utilities 
Commission is reversed and the case 
remanded for further proceedings as 
indicated herein. 

Order reversed. 


Weygandt, C. J., and Williams, 
Hart, Zimmerman, and Bettman, JJ., 
concur. 


Turner and Matthias, JJ., not par- 
ticipating. 





SECURITIES AND EXCHANGE COMMISSION 


Re Southern Sierras Power of Mexico, 


S. A. 


[File No. 31-515, Release No. 2952.] 


et al. 


Intercorporate relations, § 19.27 — Holding company system — Exemption of 
subsidiary — Foreign operations. 


1. A wholly owned Mexican subsidiary of an electric utility company 
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operating in the United States is entitled to an exemption as a subsidiary 
under § 3 (b) of the Holding Company Act, 15 USCA § 79c (b), when 
the subsidiary operates exclusively in Mexico and derives none of its 
income from sources within the United States, has assets which are physi- 
cally connected with those of its parent, owns no securities of any other 
public utility or holding company, and whose parent has no other public 
utility subsidiaries, p. 189. 
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Intercorporate relations, § 19.27 — Holding company system — Exemption of 
foreign subsidiary — Source of income. 

2. A subsidiary holding company is not entitled to an exemption as a sub- 
sidiary under § 3 (b) of the Holding Company Act, 15 USCA § 79c (b),  $15,< 
if it fails to establish the fact that it derives no material part of its income, pany 
directly or indirectly, from sources within the United States, although ‘a th 
neither it nor any of its subsidiaries are public utility companies operating ; 
in the United States, p. 190. Sc 


[August 21, 1941.] gani: 


PPLICATION by subsidiary companies for exemption under 
d \ § 3 (b) of the Holding Company Act; granted as to one 
company and denied as to another. 


APPEARANCE: FE. M. Calkin for 
the Public Utilities Division of the 
Commission. 


By the Commission: Southern 
Sierras Power of Mexico, S. A. and 
the Hydro-Electric Securities Com- 
pany, subsidiaries of California Elec- 
tric Power Company,’ filed a joint ap- 
plication pursuant to § 3(b) of the 
Public Utility Holding Company Act 
of 1935C, 15 USCA § 79c(b), for 
an order exempting them as_ sub- 
sidiaries of the aforesaid parent. Aft- 
er appropriate notice, a public hearing 
was held on this application. Having 
examined the record, the Commission 
makes the following findings. 

The Hydro-Electric Securities 
Company,” a wholly owned subsidiary 
of California Electric Power Compa- 
ny,’ owns all of the securities of South- 


¥ 


ern Sierras Power of Mexico, S. A! 
California Electric, a Delaware cor- 
poration, is a holding company and an 


electric utility company operating an 
interconnected system in California, 


Arizona, and Nevada. It is not a sub- 
sidiary of any holding company. As 
of March 31, 1941, the utility assets 
of California Electric had a net book 
value of $39,195,233; its gross income 
for the year ending December 31, 
1940, was $2,138,536. The company 
has several subsidiaries other than the 
applicants but Southern Sierras is its 
only public utility subsidiary. It is 
subject to both the licensing and inter- 
state jurisdiction of the Federal Pow- 
er Commission. 

Hydro-Electric is a Colorado com- 
pany, through which California Elec- 
tric controls Southern Sierras and a 
number of small ice companies only 





1 The name of the Nevada-California Elec- 
tric Corporation was changed on June 30, 
1941, to California Electric Power Company. 


2 Hereinafter referred to as Hydro-Electric. 
40 PUR(NS) 


8 Hereinafter referred to as California Elec- 
tric. 

4 Hereinafter referred to as Southern Sier- 
ras. 
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RE SOUTHERN SIERRAS POWER OF MEXICO, S. A. 


one of which operates in the United 
States. Hydro-Electric received no 
dividends from Southern Sierras dur- 
ing the years 1936 to 1940, inclusive ; 
in 1940 its only income was $9,250 
received as dividends from the Fron- 
tier Development Company, a subsid- 
iary which operated in Mexico and is 
now in the process of dissolution, and 
$15,300 received from Pure Ice Com- 
pany, an ice company doing business 
in the United States. 

Southern Sierras, a corporation or- 
ganized under the laws of the Repub- 
lic of Mexico, is engaged in distribut- 
ing electrical energy in Mexico which 
it purchases from California Electric. 
The area served is in the Northern 
Territory of Lower California and the 
state of Sonora. It carries on no 
business in the United States and de- 
rives no income, directly or indirectly, 
from sources within this country. Ac- 
cording to its balance sheet dated 
March 31, 1941, its utility assets hada 
net book value of 192,886 pesos; for 
the years 1937 to 1940, inclusive, its 
operating expenses exceeded its op- 
erating revenues by amounts ranging 
from 30,125 pesos in 1937 to 80,686 
pesos in 1939. However, for the 
three months ending March 31, 1941, 
such revenues exceeded such expenses 
by 18,203 pesos. This company owns 
no securities of any public utility or 
holding company. 

On the effective date of the act, 
California Electric (then known as the 
Nevada-California Electric Corpora- 
tion) had several public utility subsid- 
iaries operating in the United States. 


On November 30, 1935,5 it registered 
as a holding company. 

On March 27, 1936 Hydro-Electric 
was granted an exemption as a holding 
company pursuant to § 3(a) (5) of 
the act, 15 USCA § 79c (a) (5).° 
Subsequently and with the approval of 
this Commission,’ California Electric 
acquired the assets of all of its public 
utility subsidiaries operating in the 
United States. Under the laws of 
Mexico an electric utility company op- 
erating in that country must be incor- 
porated there. On December 7, 1936, 
we adopted former Rule U-3B-2* 
which granted Southern Sierras an 
exemption as a subsidiary of California 
Electric. Thereafter California Elec- 
tric applied for an order declaring that 
it had ceased to be a holding company ; 
an order to that effect was entered on 
December 10, 1936.° 

The new rules which became effec- 
tive April 21, 1941, rescinded the au- 
tomatic exemption provisions of Rule 
U-3B-2 as of July 1, 1941. Accord- 
ingly, this application was filed for ex- 
emption pursuant to § 3(b) of the act. 
The consequence of granting the appli- 
cation under the provisions of sub- 
paragraph (4) of Rule U-10(a) is 
to exempt California Electric from the 
technical status of a holding company 
which would otherwise result. 

[1] As has been pointed out, South- 
ern Sierras is not a public utility com- 
pany operating within the United 
States and derives no part of its in- 
come, directly or indirectly, from 
sources within this country. It, there- 
fore, fulfills all of the formal require- 
ments of § 3(b). Such coupled with 





5 File No, 30-15. 
81 SEC 328. 
71 SEC 439; 1 SEC 553. 


189 


8 Amended July 13, 1938, Holding Company 
Act Release No. 1161. 
91 SEC 882. 
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the further facts peculiar to this ap- 
plicant and its indirect parent, Cali- 
fornia Electric, namely—that South- 
ern Sierras is a wholly owned public 
utility subsidiary with no investments 
in any public utility or holding com- 
pany and is in reality only an operating 
division of California Electric com- 
pelled because of Mexican laws to re- 
main a separate corporate entity; and 
that California Electric is a public util- 
ity company with no other public util- 
ity subsidiaries, leads us to the conclu- 
sion that Southern Sierras is entitled 
to an unqualified exemption under § 3 
(b) as a subsidiary of California Elec- 
tric and Hydro-Electric. Such exemp- 
tion is, of course, subject to revocation 
under § 3(c) in the event of a change 
of circumstances and does not exempt 
Southern Sierras from any obligations 
which might be imposed on it under 
the act by any provisions applicable to 
it in any capacity other than as a sub- 
sidiary of said companies. 

[2] Although neither Hydro-Elec- 


tric nor any of its subsidiaries are pub-- 


lic utility companies operating in the 
United States, Hydro-Electric has 


failed to establish one of the primary 
conditions requisite to its obtaining an 
exemption as a subsidiary under § 3 
(b)—namely, that it derives no ma. 
terial part of its income, directly or 
indirectly, from sources within the 
United States. The application of Hy- 
dro-Electric must therefore be denied, 

It should be pointed out, however, 
that in view of the exemption hereto- 
fore granted to Hydro-Electric as a 
holding company pursuant to § 3(a) 
(5) our denial of the application for 
exemption as a subsidiary company 
will not deprive California Electric of 
its present exemption as a holding 
company because Rule U-10 provides, 
in effect, that, subject to the provisions 
of Rule U-6” a holding company 
shall be exempt from §§ 4 and 5(a), 
15 USCA 8§ 79d, 79e (a), if each of 
its public utility or holding company 
subsidiaries has received certain speci- 
fied exemptions such as we have here- 
tofore granted Hydro-Electric under 
§ 3(a) (5) and are now granting 
Southern Sierras under § 3(b). 

An appropriate order will issue. 





10 Rule U-6: “If it appears to the Commis- 
sion (on the basis of statements claiming 
exemption or otherwise) that a substantial 
question of law or fact exists as to whether 
any holding company claiming exemption un- 
der Rules U-2, U-3, U-4, or U-5, or any 
other rule now or hereafter in force pursuant 
to § 3 (a) of that act exempting any class 
of holding companies from the registration 
requirements of the act, is within the ex- 
emption afforded by any such rule, or if it 
appears that any question exists as to whether 
the exemption of any such company may be 


detrimental to the public interest or the in- 
terest of investors or consumers, the Com- 
mission may notify such holding company to 
that effect by registered mail. Thirty days 
after such notification, such exemption shall 
terminate, without prejudice to the right of 
such holding company to file an application 
for an order granting such an exemption pur- 
suant to any applicable section of the act, and 
without prejudice to any temporary exemp- 
tion provided for by the act if such applica- 
tion is filed in good faith,” 
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CITY OF PITTSBURGH v. PENNSYLVANIA PUB. UTIL. COM. 


PENNSYLVANIA SUPERIOR COURT 


City of Pittsburgh 


Pennsylvania Public Utility Commission 


(— Pa Super Ct —, 20 A(2d) 869.) 


‘ 


Rates, § 640 — Procedure — Termination of investigation. 
A subsequent order terminating a rate investigation, as a result of nego- 
tiation between the Commission and the utility, was not objectionable 
on the ground that the Commission had not determined certain questions 
of fact which it, in issuing an earlier order imposing temporary rates 
pending the investigation, had said should be determined before a final 
determination could be made, since the final order did not decide anything 
adversely to the consumer, who, if not satisfied with the new tariffs, could 
immediately institute new proceedings to challenge their reasonableness. 


[June 30, 1941.] 


PPEAL from order terminating rate proceedings after agree- 
J \ ment as to new tariffs; affirmed. 


Argued before Keller, P. J., and 
Baldrige, Stadtfeld, Rhodes, Hirt, 
and Kenworthey, JJ. 

APPEARANCES: Anne X. Alpern, 
First Assistant City Solicitor, Wm. 
Alvah Stewart, Jr., City Solicitor, and 
Joseph A. Langfitt, Jr. Special Assis- 
tant City Solicitor, all of Pittsburgh, 
for appellant; Samuel Graff Miller, 
Assistant Counsel, and Harry M. Sho- 
walter, Counsel, both of Harrisburg, 
for appellee. 


KENWORTHEY, J.: In this appeal 
the city of Pittsburgh complains 
against an order of the Public Utility 
Commission terminating an inquiry 
into the reasonableness of the rates of 
the Duquesne Light Company. The 
order was made pursuant to an agree- 
ment by the utility to file new tariffs 
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which would effect a reduction in gross 
revenues of not less than $1,724,000 
annually. 

The inquiry was started June 7, 
1937, on the Commission’s own mo- 
tion. After a number of hearings, 
the Commission on August 17, 1937, 
20 PUR(NS) 1, filed an interim re- 
port and order imposing temporary 
rates designed to effect a reduction in 
revenues of $1,250,000. The Com- 
mission said it was imposing tempo- 
rary rates because before it could fin- 
ally determine the reasonableness of 
the utility’s rates, it would be neces- 
sary to determine a number of ques- 
tions of fact for which much addition- 
al testimony and time would be re- 
quired ; and in making the order, it re- 
solved most if not all of these issues 
in favor of the utility. Without any 
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further formal hearings and without 
any attempt to formally adjudicate 
these issues, the Commission, as a re- 
sult of negotiations, on March 19, 
1940, filed the order now challenged. 
Appellant, having intervened, was 
a party to the proceeding at the time 
the final order was filed, and on May 
7, 1940, filed a petition to vacate it. 
It concedes its rights rise no higher 
than those of an individual consumer. 
It does not complain that the Commis- 
sion refused to allow it to be heard or 
to produce evidence. Ample oppor- 
tunities for both were apparently giv- 
en. The contention is that having 
made a final order approving the rea- 
sonableness of the new rates without 
having ascertained the facts which it 
formerly recognized to be necessary 
for the determination of reasonable- 
ness, the Commission has in effect 
repudiated its own previous order. 
The contention is as untenable as 
it is ingenious. When in the tempo- 
rary rate order, the Commission men- 
tioned certain facts to be determined 
before it could ascertain the reason- 
ableness of the rates, it was talking 
about the requirements necessary to 
support an adverse order imposing a 
reduction on the utility. We have 
frequently held that where the Com- 
mission, acting in its quasi judicial 
capacity, adjudicates the rights of par- 
ties appearing before it, such adjudi- 
cation must be supported by adequate 
findings of fact. Cage v. Public Serv- 


ice Commission (1937) 125 Pa Super 
Ct 330, 189 Atl 896; Pennsylvania 
Power & Light Co. v. Public Service 
Commission (1937) 128 Pa Super Ct 
195, 19 PUR(NS) 433, 193 Atl 427: 
Peoples Nat. Gas Co. v. Public Utility 
Commission (1940) 141 Pa Super Ct 
5, 35 PUR(NS) 75, 14 A(2d) 133, 
This is equally true with regard to 
certain administrative orders such as 
those denying certificates of publie 
convenience. Hoffman v. Public Serv. 
ice Commission, 99 Pa Super Ct 417, 
PUR1931A 122, or denying certif- 
cates of security; Erie Lighting Co. 
v. Public Utility Commission (1938) 
131 Pa Super Ct 190, 24 PUR(NS) 
45, 198 Atl 901. But in Perkasie 
Sewer Co. v. Public Utility Commis- 
sion (1940) 142 Pa Super Ct 262, 38 
PUR(NS) 403, 16 A(2d) 158, we 
recognized the distinction between 
such cases and cases in which no 
rights are adjudicated. 

The order filed in the case now be- 
fore us was purely administrative. It 
does not decide anything adversely to 
appellant, who, if not satisfied with 
the new tariffs, is in a position im- 
mediately after they are filed to insti- 
tute new proceedings in which it will 
be given a complete opportunity to 
challenge their reasonableness. 

The order dismissing the appellant’s 
petition for rescission or amendment of 
the Commission’s order of March 19, 
1940, is affirmed. 


Cunningham, J., absent. 
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NATIONAL DEFENSE NEEDS MORE 
THAN “ELBOW GREASE!” 


Industrial lubrication, as exempli- 
fied by the role of Cities Service, 
plays a vital part 


Lifeblood of the factory line is the precious 
oil that keeps the wheels of industry tuening 

. spinning ever faster and faster as tanks, 
ships, planes and trucks spring from blue- 
prints into cold steel. 


In many phases of national defense, Cities 
Service’s industrial oils have been called 


upon to help deliver maximum efficiency of 
operation. 


We are honored by our selection, feeling 
that it indicates more plainly than words 
that we are qualified to meet the lubrication 
problems of industry. The vast experience 
of our Lubrication Engineers is available 
for consultation without cost. All you have 
to do is get in touch with us at any of the 
offices listed below. 


am CITIES SERVICE OIL COMPANIES 


CITIES SERVICE OIL COMPANY —Chicago, New York, Cedar Rapids, 
Boston, St. Paul, Grand Forks, Kansas City, Fort Worth, Oklahoma City, Milwaukee, 


Cleveland, Detroit. 


CITIES SERVICE OIL COMPANY, LTD.—Toronto, Ontario. 
ARKANSAS FUEL OIL COMPANY — sheevenors, Little Rock, Jackson, 


Miss., Birmingham, Atlanta, Charlotte, N. C., 


Nashville, Richmond, Miami. 
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Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Louisville Utility Expands 
Generating Capacity 


HE Louisville Gas and Electric Company’s 
present expansion program wiil involve 
the expenditure of $7,000,000 in 1941 and $3,- 
000,000 in 1942, according to a recent report. 
The company’s $10,000,000 plant expansion 
program covers mostly enlargement of gen- 
erating capacity. 


Lynn Gas & Electric Adds 
Two ‘Turbines 


The Lynn Gas & Electric Co. is planning 
the installation of two new turbines involving 
an estimated outlay of $2,000,000. The added 
generating equipment will supply the General 
Electric Co. with power for its heavy-ex- 
panded productive facilities on the Lynn 
marshes. 
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Equipment Notes 


Substitute for Aluminum Paint 


The Wilbur & Wiliiams Company, Boston, 
announces a substitute for aluminum paint— 
Light Gray Totrust, which, it is claimed, will 
serve the purpose just as well for outside pain‘- 
ing or inside use. 

The new product looks like aluminum paint, 
has approximately the same light reflection as 
aiuminum paint, costs much less than alumin- 
um paint, and possesses all the other features, 
according to the manufacturer. 

In addition, rust can now be stopped at its 
source by the use of this Totrust Light Gray 
which is a penetrative paint with unusual pene- 
trative and protective qualities. The unique oil 
vehicle embodied in all Totrust covers pene- 
trating pin holes and rusted pits in the metal, 
expelling any moisture which may be present; 
surrounding and effectively isolating any par- 
ticles of rust; and forming a hard, durable and 
yet flexible film. 





MARTENS & STORMOEN 
Successors to 


THONER & MARTENS 
Disconnecting and Heavy Duty Switches 


15 Hathaway St., Boston, Mass. 











Light Gray, and other colors, are ordorless 
and can be painted over galvanized metals and 
eliminate most surface preparation costs. The 
manufacturer’s announcement states that one 
gallon covers approximately 800 to 1,200 square 
feet, and is not affected by a vast range in tem- 
peratures from 100° F. below zero to 800° F, 
above zero. It can safely be applied to damp 
metal or solid rust; and, as compared with 
ordinary methods of protective painting, af- 
fects savings of about 60 per cent in labor and 
materials. 

Prices and literature available upon request 
from The Wilbur & Williams Co., Park 
Square Bldg., Boston, Mass. 


Dust-Proof Gravity Oiler 

A new, visible, unbreakable, dust-proof oiler 
is announced by the Trico Fuse Mfg. Co., Mil- 
waukee, Wis. 

A feature of this oiler is the removable filter 
that can be extracted for cleaning in less than 
five seconds without tools or waste of time. 


New Oiler Has Removable Filter 


The oiler is mounted at the top of the part 
to be lubricated and any predetermined number 
of drops of oil per minute can be obtained by 
a simple adjustment of the needle valve. The 
shut-off lever at the top, when in a vertical 
position, as shown, feeds oil, and when tilted 
to the side, stops the flow. 

This oiler is 50 per cent lighter in weight and 
there are no gaskets to leak, as the unbreakable 
bottle is cemented and roll-clinched to the 
heavy brass base. Four styles are available in 
one, two, four and eight ounce capacities. 

Complete descriptive bulletin is now avail- 
able from the manufacturer. 


Sweatband Keeps Vision Clear 

A new lightweight absorbent sweatband, 
made of synthetic sponge, is announced by the 
American Optical Company, Southbridge, 
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AMERICAN works for you 


...and with you 


LINE CONSTRUCTION BODIES 
MAINTENANCE BODIES 
GENERAL SERVICE BODIES 
METER BODIES 
STREET LIGHT PATROL BODIES 
POLE TRAILERS 
CABLE SPLICING TRAILERS 
WINCHES 
POWER TAKE OFFS 
POLE DERRICKS 
REELS AND ASSOCIATED 
ACCESSORIES 
Send for illustrated 
descriptive circulars 


When an American field man sits down 
to discuss line construction or service 
bodies with your engineers, he is able 
to talk their language. Most American 
sales engineers have been public utility 
trained before coming with American. 
In consequence, they approach your 
problems from your standpoint and 
work with your organization intelli- 
gently to secure the result that most 
nearly fills your needs. 


Do not hesitate to ask to see an American 
Sales Engineer. 


THE AMERICAN COACH 
& BODY CO. 


WOODLAND AVE. AT E. 93RD, CLEVELAND, OHIO 


XSTANDARD EQUIPMENT FOR PUBLIC UTILITIES* 
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Mass. The sponge is 74 inches long, covers a 
generous width of brow. The sweatband can 
be sterilized used again and again. It keeps 
sweat out of eyes and off goggles, thereby 
keeping vision clear so that welders and other 
workers on hot jobs won't get blindly into 
harm’s way. 


Mercoid Warm Air Furnace Controls 


The Mercoid Corp., Chicago, announces a 
redesign in warm air limit and fan controls. 
The new instruments are smaller and more 
compact, yet retain all of the desirable features 
of the previous models. 


Automatically Protects Furnaces 
from Overheating 


A convenient feature is the outside adjust- 
ment with full instructions on the face of the 
cover for making all of the required settings. 

The visible calibrated dial, back of a glass 
panel, plainly indicates the operating range for 
which the control is set. The range (furnished 
standard at 70-310 degrees) can be adjusted 
over the entire scale and the differential can 
be set for very close operation or widened to 
meet field conditions. 

The new limit control M-41 is designed to 
protect automatically heated furnaces from 
overheating. The fan or blower control M-43 
prevents blowing cold air into the rooms if the 
furnace is not hot enough to deliver heat. 

An adjustable flange is provided which per- 
mits mounting instruments on furnace hoods 
at any angle between 30 to 90 degrees. 

Both of these controls are equipped with non- 
corrosive mercury switches, a characteristic 
of all Mercoid Controls, and are furnished 
standard with a normal rating of 10 amperes 
115 volts, 5 amperes 230 volts. 

Further information is contained in bulletin 
D-4, sent upon request to The Mercoid Cor- 
poration, 4201 Belmont Ave., Chicago, Illinois. 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 


They’re Built for Hard Work 











Dual Power Pump Drives 


The assurance of uninterrupted water supply 
twenty-four hours a day from deep well tur- 
bine pumps is provided by dual drives, accord- 
ing to an announcement by Peerless Pump 
Company, Los Angeles, Calif. 

Normally equipped with electric motor head, 
the secondary drive may be by right angle 
gear, powered by a gas, gasoline or Diesel en- 
gine or steam turbine. In the event of inter- 
ruption of electric service, the stand-by plant 
can be Started instantly, either by the operator 
or by completely automatic control, thus pro- 
viding a never-failing source of supply. 

Other types of dual drive pumps have steam 
turbines as primary power, with internal com- 
bustion engines connected with the secondary 
right angle gear. Either source of power op- 
erates independently of the other. 

Details may be obtained from the manufac- 
turer. 


Guth Indirect Flu-O-Flector 


The Guth indirect flu-o-flector is a new lu- 
minaire development designed by the Edwin 
F. Guth Co., St. Louis, to provide the quality 
and refinement of indirect illumination with 
efficient economical fluorescent light sources, 
The luminaire is attractively finished in pale 
ivory. 


New Luminaire Provides Wider Light 
Distribution, 


Wider light distribution is made possible in 
this luminaire by the engineered shape of the 
reflector and the characteristic form of fluo- 
rescent lamps. The broad light spread of the 
indirect flu-o-flector eliminates the “hot-spot” 
of light usually concentrated directly above in- 
direct luminaires. The efficient light distribu- 
tion of the indirect also permits wider spacings 
and makes the fixture ideally suited for low 
ceiling installation even when only a small drop 
can be used. 


Novel Dew-Point Recorder for Gas Line 
To prevent condensation of moisture and 
possible freezing of its gas lines during the 
winter months, the Colorado Interstate Gas 
Company, which furnishes Denver with. na- 
tural gas from Texas fields, has built a novel 
dew-point recorder utilizing a General Electric 
photoelectric relay. With the recorder, con- 
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heat control. She must set it in order to turn 


on the fuel! One single motion does both jobs. 


Another single motion turns the fuel off and 


returns the setting to zero. It couldn’t be sim- 
pler—or surer! 
FOR GAS AND ELECTRIC RANGES 


8 : SHAW hu 


~ ROBERTSHAW THERMOSTAT COMPANY, YOUNG WOOD, PA. 
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tinuous readings of temperature at which con- 
densation occurs are made where the gas en- 
ters the Denver metering plant. If calculations 
based on the readings show the dew point to be 
too high, instructions are dispatched to de- 
hydrating plants to remove more moisture be- 
fore trouble occurs. 


¥ 


Catalogs and Bulletins 


Elliott Steam Jet Ejectors 


The Heat Transfer Sales Department of 
Elliott Company, Jeanette, Pa., announces a 
new 32-page bulletin (G-7) on Elliott Steam 
Jet Ejectors. The bulletin contains a very 
complete discussion of ejectors illustrated 
with many shop and installation views. 

After explaining the theory and operation 
of ejectors, single-stage and multi-stage ejec - 
ors are illustrated and discussed. Other head- 
ings are: “Ejector Characteristics,” “Facts 
Affecting Ejector Selection,” “Application of 
Ejectors.” Curves giving air and water vapor 
mixture data and a pressure-temperature con- 
version table are included. 


Misener Rotary Hack Saw 


An illustrated catalog describing Misener 
Rotary Hack Saws has been issued by the 
Misener Mfg. Co., Inc., Syracuse, N. Y. The 
bulletin announces that special rotary tools 
for any fractional diameters from 34 inch to 
15 inches for metal or wood can be made to 
specifications by the manufacturer. 


Marmon-Herrington Vehicles 


The Marmon-Herrington Co., Indianapolis, 
Ind., has issued an iilustrated bulletin descr'b- 
ing its facilities for meeting the urgent call 
of the national defense program. 

The bulletin is profusely illustrated w:th 
pictures of Marmon-Herrington 4-wheel and 
6-wheel drive vehicles, tractors, and tanks and 
points out the many advantages of the all- 
wheel drive units. 


T & M Machines Described 


The T & M bus bar bending machine and the 
T & M crab joint are described and illus- 
trated in Bulletin 41 issued by Martens & 
Stormoen, 15 Hathaway St., Boston. 

Constructed so as to eliminate: any possi- 
bility of breakage and manufactured only of 





70 MASTER-LIGHTS 


® Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 


CARPENTER MFG. CO. 


179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 








tested material, these T & M machines, ag 
stated in the bulletin, have many exclusive 
features, the value of which has been demon- 
strated by years of trouble-free service under 
all kinds of conditions. 

The bending machine will bend copper or 
aluminum bus bars up to 8 inches wide and 
Y% inch in thickness to any angle——at the end 
of the bar or at the center. A special angle 
accessory for sharp bends is furnished with 
each machine. 

Copy of the descriptive Bu‘letin 41 may be 
obtained from the manufacturer. : 


Plant Distribution System Described 


For use in industrial plants and power sta- 
tions, radial and secondary network distribu- 
tion systems are described in a 77-page book 
aioe by Westinghouse E.ectric & Mfg. 

0. 

Covering everything from substations and 
switchgear to small auxiliary equipment, the 
book is probably the most comprehensive of 
any yet published on this subject. 

Divided into four parts, the scope of the 
book is as follows: (1) Radial Systems; (2) 
Banked transformer system; (3) Plant net- 
work systems; (4) Associated electrical ap- 
paratus. 

In all cases typical applications and specifica- 
tions for standardized units of equipment are 
described in detail. Assembly drawings show 
position of parts, give ratings and physical 
dimensions of the principal items. 


¥ 


Manufacturers’ Notes 
Award for Timken-Detroit Official 


Col. Herbert W. Alden, director of engineer- 
ing of The Timken-Detroit Axle Company, re- 
ceived the Col. Frank A. Scott Gold Medal 
for Meritorious Service to Industrial Pre- 
paredness, at the recent annual meeting of the 
Army Ordnance Association in Detroit. 

Col. Alden, chairman of the S. A. E. Ord- 
nance Automotive Advisory Committee, is an 
engineer consultant to the Chief of Ordnance, 
and has a record of service with the Ordnance 
Department dating back to 1917. 

Col. Alden was one of the founders of The 
Timken-Detroit Axle Company, in 1909, be- 
coming chief engineer. He was vice president 
of the company until 1922, chairman of the 
board, 1922-1940, and is now director of en- 
gineering. 


Servel Sales Convention 


Industrial adaptability in a time of unprece- 
dented national emergency, the necessity for 
complete codperation with the defense pro- 
gram, and the importance of constant prepara- 
tion for a transition from a period of defense 
activity to eventual normal economic condi- 
tions, keynoted the annual sales convention of 
Servel, Inc., held recentiy at French Lick, Ind. 

Louis Ruthenburg, president of Servel, pre- 
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scribed expansion of the company in connec- 
tion with the defense program and special ef- 
fort to sell as many gas refrigerators as pos- 
sible next year in the face of contentions that 
a sellers’ market exists. 

While most problems to date in the gas re- 
frigeration industry have been those-of produc- 
tion caused by an increasing national defense 
program, George S. Jones, Jr., vice president 
of Servel, declared that sales may become Ser- 
vel’s chief problem in the not too distant fu- 
ture. Higher prices, increased taxes, larger 
down-payments, shorter terms and many other 
factors, he said, will naturally discourage buy- 
ing. Add to all this an alarming loss of sales- 
men who are turning to other fields of work 
and you will see Servel has a real selling job 
ahead. 

Servel’s two new products, gas air-condition- 
ing and automatic water heating, received the 
attention of the meeting. 

At the conclusion of a symposium at which 
advertising and sales promotion plans for 1942 
to aid utilities and other outlets in seliing Ser- 
vel gas refrigerators, gas air-conditioning and 
gas automatic hot water heaters were pre- 
sented, Mr. Jones stressed the importance of 
being prepared to keep Servel’s products and 
policies, known to the public, their outlets and 
above all the salesman. 


Aluminum Co. of America Erects 
Second Blooming Mill 


The Aluminum Company of America will 
erect a second blooming mill at Messena, N. Y., 
according to a recent announcement. 

The blooming mill and its necessary facilities 
will be housed in steel and brick buildings cov- 
ering an area of more than 450,000 square 
feet. A completely new melting department will 
be established to serve the blooming mill. The 
mill and buildings are being designed by the 
company’s engineering department in Pitts- 
burgh and will be erected by the company’s 
own construction forces. 

The new mill will cost in excess of $15,000,- 
000. This amount is over and above the com- 
pany’s $200,000,000 self-financed expansion pro- 
gram for national defense. 


Wood Heads Nash Defense Plant 


Nash-Kelvinator Corporation has named 
Campbell Wood, a long-time executive of the 
company, general manager of the Nash-Kel- 
vinator Corporation’s national defense manu- 
facturing organization in Lansing, Michigan. 
He will move his headquarters from Washing- 
ton, D. C., to Lansing in the near future. 

Mr. Wood, who was a major in the U. S. 
Army Air Corps during the last World War, 
has been with Nash-Kelvinator since shortly 
after the Armistice was signed. He has held a 
number of executive positions with the com- 
pany. 

Mr. Wood's co-executives will be E. F. Kel- 
ler, factory manager, and B. E. Ball, produe- 
tion manager. 


Few Changes Aid Cheovrolet’s Production 


Because the motor truck is playing a vital 
role in industry’s defense effort, maximum 
truck production on the part of the motor car 
manufacturers is sought for 1942, W. E. Fish, 
manager of Chevrolet’s commercial car de. 
partment, asserts. To facilitate production of 
the largest-selling truck in the world, Chevro- 
let engineers have scheduled little basic change 
in the division’s 1942 models. 

Appearance-wise, all models correspond 
closely with those introduced last year. No 
changes will be made in bodies or cabs, though 
some chassis refinements are scheduled for 
the new year. 

New, more durable shock absorbers are 
standard, a development from the Army truck 
designed by Chevrolet and accepted as a stan- 
dard for military use. A new single-speed rear 
axle which employs a modified two-speed rear- 
axle housing and shafts for greater strength 
is made available for 13-ton models. This new 
unit is introduced primarily for those truck 
users who wish to capitalize on the high load- 
carrying capacity of 8.25-20 tires. 


New York Motor Coach 
Advertising Co. Formed 


New York Motor Coach Advertising, Inc., 
has been formed with Edwin C. Faber and C. 
H. Murphey, president and vice president, re- 
spectively, of Chicago Car Advertising Com- 
pany as principals. Eflective November Ist, the 
new company will take over Motor Coach Ad- 
vertising Sales for New York City Omnibus 


Corp., Eighth Avenue Coach Company, Madi- 
son Avenue Coach Company, East Side Omni- 
bus Corp. and Comprehensive Omnibus Corp., 
involving over 1,000 units travelling over 25 
surface routes. These lines were formerly rep- 
resented by National Transitads. 

The Faber-Murphey organization acquired 
- first advertising lease in Chicago less than 

a year ago and has gradually expanded until 
they are now in control of 18 transportation 
properties. The New York Motor Coach Ad- 
vertising, Inc., will have complete facilities at 
521 Fifth Avenue, New York, for convenient- 
ly caring for the small as well as large ad- 
vertisers. An announcement _ policy will be 
made after November 1, 1941 


Robert Paxton Manager G-E’s 
Philadelphia Works 


Appointment of Robert Paxton as manager 
of General Electric’s Philadelphia Works has 
been anonunced by W. R. Burrows, vice presi- 
dent in charge of manufacturing for the com- 

pany. Mr. Paxton had been assistant to the 
late Philadelphia Works Manager, R. V. Good, 
since October, 1940. 

Mr. Paxton has been with General Electric 
since 1923 when he entered the company’s 
“Test” course at Schenectady following his 
graduation from Rensselaer Polytechnic In- 
stitute. In 1932, Mr. Paxton became managing 
engineer of the panel and equipment division, 
serving in that capacity until his appointment 
as assistant to the works manager last year. 
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CRESCENT 


—a Name That Stands For 
HIGHEST QUALITY 
in every type of 
Electrical Wires and Cables 
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SERVICE ENTRANCE CABLE 
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—Stocks in Principal Cities 
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In the all-out defense effort, steam plants GE 
in many cases are driven at rates that i Hi} | 
severely test the reliability of the boiler fur- ; eo) ////}; 
naces. More than ever, therefore, furnace 
constructions should be of designs and ma- i 
terials that will stand continuous gruelling R | | ‘0 
seer : il C 

B&W Water-Cooled Furnace Construc- | il| 
tions provide a high degree of immunity to | ll | | 
operating difficulties under such conditions. 
They not only meet all requirements of load 
and structural conditions but also, through 
their versatility, serve widely varying pur- 
poses in different wall areas of individual 
furnaces. Some areas promote combustion, 
others temper gases. Some constructions 
facilitate removal of ash in liquid form, others 
condition ash for removal in dry form 
fundamental details and safety facto 
essary to proper operation are 
the designs. 

These features are 
necessary in pre 
are th 
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Wage-Hour 


Manual 
1941 Edition 


Don’t get into a jam with the wage and 
hour inspectors. Today there are seven 
times as many field men as a year ago. 
They are looking for errors in record 
keeping, for violations of minimum-wages, 
overtime, unnecessary exemptions. 


Inspectors report that most employers 
mean to comply, that the tremendous 
number of violations are the result of in- 
accurate information. Be certain that you 
are right, that you have the correct and 
latest regulations and interpretations. 


Wage and Hour Manual (1941 Edition) 
is just coming off the press. It goes into 
every regional office of the Wage and 
Hour Division. This Manual is so well 
organized, so complete and thorough that 
it is used by the Division in training 
new inspectors. 

Widely Used 


Already over 4000 corporations have 
ordered this new, up-to-date summary of 
all phases of wage and hour regulations. 


Over 300 specific questions are of- 
ficially answered, can save you much em- 
barrassment and explanation. 


aucnscneseen: Send for your copy today ssssesessaens; 


Bureau of National Affairs, Inc. 
2225 M Street, N. W., Washington, D. C. 


Send me the 1941 Edition of Wage and Hour 
Manual at $5.00 


( ) $5.00 is enclosed. Or ( ) Send C.O.D. 
and I'll pay the few extra cents collection 
charge. 





Why Use a Truck 
TO DELIVER A THIMBLE? 


Thorough testing of even small 
products often requires a great 
deal of complicated, expensive 
apparatus. 


But, instead of tying up money 
in seldom-used testing equip- 
ment, more and more utilities 
have come to rely on E.T.L. to 
supplement their own research 
laboratories. 


By doing this, they avoid 
heavy investment in special ap- 
paratus ...and at the same time 
benefit from our long experience 
in product and commodity re- 
search. 


Know by Test 


ELECTRICAL 
TESTING 





LABORATORIES 


East End Avenue and 79th Street 
New York, N. Y. 
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RILEY STEAM GENERATING UNIT 


Outstanding American 
Lignite Burning Installation 


9°. 


OTTER TAIL POWER COMPANY, Wahpeton, N. D. 


130,000 Ibs. steam/hour, 650 Ibs. design pressure, 825° F steam temp. 
Unit burns North Dakota Lignite at 82% Efficiency. 
Riley Boiler, Superheater, Steam-temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steel Clad Setting, Riley 
Harrington Stoker. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 
BOSTON NEWYORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
BT. LOUIS CINCINNATI HOUSTON CHICAGO 8T.PAUL KANSASCITY LOSANGELES ATLANTA 
COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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MERCOID HAS PIONEERED THE DESIGN AND DEVELOPMENT OF CONTROLS FOR DOMESTIC AUTOMATIC 
HEAT, AND TODAY THEY ARE FOUND IN TENS OF THOUSANDS OF HOMES THROUGHOUT THE COUNTRY 


AUTOMATICCONTROLS 
are meeling 


AMERICAS 


NATIONAL DEFENSE 
CONTROL 
PROBLEMS 
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IT HAS BEEN PUBLICLY STATED 
THAT THERE JS SCARCELY AN IN- 
DUSTRY IN THE COUNTRY THAT 
IS NOT USING A MERCOID CON- 
TROL SOMEWHERE 
Most are on vital applications in the 
control of and p ; 
also on automatic mechanical opera- 
ations. ¢ The time proven accuracy 
and dependable operation of Mercoid 
Controls make them indispensable dur- 
ing this time of National Emergency. 














MERCOID HERMETICALLY SEALED MERCURY SWITCHES 
ARE USED EXCLUSIVELY IN ALL MERCOID CONTROLS 
The initial cost is slightly higher than the average type of switches 
used in controls, but they save on the elimination of service expense, 
as there is infinitely less chance for contact trouble. They assure 
longer control life. ¢ A Mercoid switch cannot be affected by dust, 
dirt or corrosion. @ First illustration above, is a new light operated 
switch—the Mercoid Visaflame. This device has revolutionized the 
control of domestic and industrial oil burners. The second one 
shows the snap-action tilting type. Last one, the magnetic stationary 
type. ¢ Mercoid switches are extensively used in many applications. 
© For further information see Mercoid catalog. 


The Mercoid Corporation * 4233 Belmont Avenue * Chicago, Illinois 








WAR ON WASTE 
is essential when the Nation’s man 
power and resources are engaged in 
the important task of building up.a 
strong national defense. Mercoid Con- 
trols are especially suitable for carry- 
ing on a successful “war on waste” 
program wherever automatic controls 
are involved. They are built to endure 
and practically require no service at- 
tention after they are once installed. 














Public Utilities Fortnightly November 6, 194 











A TELEPHONE RATE CASE 


by 


Edward Devereux Smith 


(Recently retired Vice President 

and General Counsel, Southern 

Bell Telephone & Telegraph Com- 
pany, Atlanta, Georgia) 





The Outstanding Book of the 
Decade 


- - - how to set up a rate case 
- - = the factual and practical approach 
- - = logical and authoritative 


This is a book for those who prepare the facts and statements for 
rate cases—the executive, accountant, engineer and rate expert; it is also 
a book for the lawyer who presents the evidence and conducts the pro- 
ceeding. 


Here, in 223 pages, are condensed the knowledge and experience 
acquired in a life-time career of rate practice—all for $5.00. 


DO NOT MISS THIS BOOK 


PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING WASHINGTON, D. C. 
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1942 CHEVROLET TRUCKS 
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They're GEARED TO HAULAGE LEADER- 
SHIP forthe Defense Program— these massive, 
long-lived Chevrolet trucks for °42.... 
That’s why they have the strongest appeal 
among buyers who want powerful, depend- 
able, economical trucks capable of HAUL- 
ING EVERYTHING AMERICA NEEDS... . 
Choose Chevrolets and you'll own the 
trucks that are geared to “stand the gaff” 
of these hard-working, fast-moving times! 
TO AID DEFENSE PLANS— 


RETURN YOUR MOTOR 
TRUCK INVENTORY CARDS 


“THRIFT-CARRIERS FOR THE NATION” 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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HOOSIER ENGINEERING COMPANY 


CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 


Canadian Hoosier Siaieneibes Company, Lid. 
ontr 


ERECTORS OF TRANSMISSION LINES 
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Here is just one example of the many 
important opportunities for improvement in 
power piping now made possible by Grinnell 
GENSPRING Constant-Support Hangers. 
In the installation pictured above, a com- 
plete high-pressure turbine lead connection 
literally floats in perfect balance ... free 
from usual added stresses caused by thermal 
movement and the weight of piping. 


containing full details of 
GENSPRING Constant-Support 
| saton and instructive infor- 


{ concain for new data book 


mation to help solve problems 
of power piping travel. 


GENSPRING CONSTANT-SUPPORT HANGERS BY 


Public Utilities Fortnightly 





Turbine Lead Connection Hangs ““Weightless” 
on GENSPRING Constant-Support Hangers! 


Unlike old-style, variable-support hangers, 
GENSPRING Hangers accurately and sensitively 
balance the weight of pipe in every ‘* hot” and “cold” 
position. Their patented non-resonant mechanism 
eliminates the weight-stress due to thermal move- 
ment ... helps to absorb vibration . . . effectively 
increases safety factor of the entire piping system! 

Investigate this original constant-support hanger 
for high-pressure piping in your power plant. Only 
GENSPRING Hangers give this precision-balanced 
suspension! Made to support loads from 250 to 8500 
pounds. Grinnell Company, Inc., Executive Offices, 
Providence, R. I. Branch offices in principal cities. 


GRINNELL 


wuenever PIPING is invoiveo 
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[Are you KEEPING POSTED 
on public utility 
developments? 


Do you know how the latest develop- 
ments and changes affect the public 
utilities’ place in our economic 
structure? Now you can get a clear, 
understandable picture, for 


THIS NEW BOOK »> 
GIVES YOU A FULL 
AND FRESH APPRAISAL 


of problems confronting public 
utilities today — Just published! 








This book is designed to show the place 
which public utilities occupy within our PUBLIC UTILIT 
economic structure and the special problems 

of price control service supervision, security 

regulation, etc., which the march of events ECONOMICS 
since 1933 has brought about. 


Accepting the dominance of private owner- 
ship in all fields but water supply, the book By C. Woody Thompson 


is primarily an illustration of institutional 
economics. The book draws upon the litera- and Wendell R. Smith 
ture of 47 state and four federal commis- Instructor in Commerce, State 


Associate Professor of Economics 


sions, one federal and 48 state judicial University of Lowa 


system, as well as many trade 726 pages, 6 x 9, illustrated, $4.50 
38 semiofficial organizations. 














USE THIS CONVENIENT ORDER COUPON 


Public Utilities Fortnightly 
Munsey Building, Washington, D. C. 


Please send me a copy of Thompson and Smith's 
PUBLIC UTILITY ECONOMICS postpaid. | enclose 


Public Utility Organization and Finance $4.50 in 

Techniques of Regulation CO) check C1 money order 
The Problem of Reasonable Rates 
Rate Making Theory and Practice 
The Marketing of Utility Service 
The Tennessee Valley Authority 
The Problem of Security Regulation 





Answers your questions on:— 











DITTO METHODS 
GIVES WINGS TO UTILITIES 
DETAIL 


... EVERYBODY IS FREED 
FOR MORE AND BETTER WORK 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts and others equipped 
to serve utilities in all matters relating to rate questions, appraisals, valuations, special re. 
ports, investigations, design and construction. « < < < « 


THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








orsrox FOL, Bacon « Davi, anc. mare case 


CONSTRUCTION Enai APPRAISALS 
OPERATING COSTS ngmncers INTANGIBLES 
VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON OLEVELAND OHIOAGO 








J. H. MANNING & COMPANY 


120 Broadway ENGINEERS Field Building 


New York icago 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 
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PROFESSIONAL DIRECTORY (continued) 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK ¢ CHICAGO e PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 











BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


Francis S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 Soutn Micuican AveNvuE, CHICAGO 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of cen- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








H. T. CANFIELD 
ENGINEERING ASSOCIATES 


Economic and Business Reports 
Investigations, Valuations, Cost Studies, Rates 
Regulatory Problems and Proceedings 


61 BROADWAY NEW YORK 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 
910 Electric Building Indianapolis, Ind. 


SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 








ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


48 Griswold St. Binghamton, N. Y. 











J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 
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Customer Usage Data 


e At Lower Cost ein Less Time 
eWith Greater Accuracy 





THE ONE-STEP METHOD 


OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 














A continuance of frequent rate changes—the necessity of checking load-building 
ivities—the pressing need for current data on customer usage—are but a few of 
@ reasons many Companies are using R & S ONE-STEP METHOD fo analyze and 
ompile information required for scientific rate making. They have not only reduced 
e costs on this work to an average of one-fifth of a cent per item, but have obtained 
onthly or annual bill-frequency tables in a few days instead of weeks and months. 





Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
ooklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toronto 
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ON THE WHARVES of Liverpool 
and Singapore, in a freighter’s hold halfway 
across the Atlantic, in a truck on the Burma 
Road, you will find them—three words 
stencilled on a thousand boxes and bales: 
“Made in U.S.A.” 

Yesterday, three big words to look for. 
But today they stand for more than the 
unequalled engineering and production 
that have made them familiar on every 
dock and pier in the world. They stand for 
the productive strength of a free people—a 
productive strength that cannot be 
matched; they stand for a determination to 
“deliver the goods’ —a determination that 
will not be thwarted. And in the ports of 
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the world’s embattled democracies, whe 
men are hourly risking their lives to tak 
delivery, they stand for freedom itself! 
To keep this great flood of goods movin 
is the most important job in the wo 
today. Wherever it moves, General Electnt 
helps to provide motors and_propulsi 
equipment to keep it moving. In trail 
hauling’ ore to America’s factories; 1 
factories building guns .and - tanks al 
planes; in ships carrying oil to Britain al 
food to China; in destroyers and cruise 
and battleships patrolling two oceans—tit 
words “General. Electric” stand _ beside 
‘““Made in U.S.A.” General Electric Com 
pany, Schenectady, New York, U.S.A. _ 
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